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SINANCIAL FICHUGHTS

2001 2000 1999

Revenues S 96,947,263 $ 107,742,815 S 59,032,607
Net earnings (loss) from continuing operations S 10,366,579 S 8,705,324 S (3,281,867)
Net earnings (loss) from discontinued operation ; S 516,993 S  (746,414)
Earnings (loss) per share — diluted

Continuing operations S 210 $ 1.79 §$ (.68)

Discontinued operation - S A18 (.16)
Stockholders’ equity S 58,648,206 S 46,720,074 S 40,319,565
Total assets S 86,783,832 S 87,636,480 S 60,130,931
Backlog S 56,000,000 S 63,500,000 $ 105,500,000
Number of shares outstanding 5,129,179 4,812,464 4,836,722
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AULED RESEARCH CORPORATION

Allied Research Corporation is a diversified worldwide
defense and commercial firm managing an expanding strategic
portfolio of defense and security businesses. Through the
unified strengths of its operating units, Allied Research
provides its customers the ability to defend borders and
create efficient and secure work environments.

Our strategy for growth is based on utilizing the strengths
of each operating unit and encouraging technology transfer
for synergistic initiatives. We plan to add to the total
competitive mass through planned internal growth and a

thoughtful acquisition program based on careful evaluation MECAR's computer aided
. . ) . design and engineering
of potential companies. We are committed to practical capabilities are key to

their success.

innovation in our development work, excellence in the work
we produce, a constant and proud work ethic, enveloped in
honesty and integrity in all of our undertakings.

Each of our operating units has outstanding and on-going
success in identifying and penetrating high-margin niche
markets. The corporate mission is dedicated to facilitating
their initiatives and supporting the strategies that will further
the growth and prosperity of each unit.

MECAR S.A. is a Belgium-based defense firm with an
enviable record of product development in the area of
medium to large caliber ammunition, along with excellent
success in marketing its very high quality products to
international defense departments. Its strengths lie in the
total dedication to excellence that marks the skilled Mecar
workforce, along with mutual respect for the needs and
concerns of each member of its long-term customer base.

Falcon® Fire Detection System

The VSK Group, also Belgium-based, is a key force in the
Benelux region, providing innovative security solutions for
both government and industry. lts continuing success is
marked by its constant striving to extend the scope and
sophistication of its proprietary security products and
systems, matched by the pride and problem-solving

skills of its engineering and technical service teams.

NS Microwave (NSM), the newest member of the Allied
Research team, is a U.S.-based leader in the field of
advanced microwave technology, serving law enforcement
agencies at all levels of government with sophisticated state
of the art security and surveillance products and systems.

NS Microwave has evolved into
a leader in fixed, mobile and
airbome microwave systems.

N & N




REPORT TO SHAREHOLDERS

J.H. Binford Peay, ill
Chairman of the Board,
President and

Chief Executive Officer

It was just one year ago that | made my initial report to you.
The mission of your management team was clear: rapidly
increase shareholder value. To this end, management
immediately embarked on a program to establish, (1) a new
vision and clear goals for the company, (2) build a solid base
for long-term growth, and (3) instill a sense of urgency and
professionalism throughout the organization.

ReviEwWING 2001

2001 was an outstanding year for Allied Research. We
increased earnings from continuing operations by 19% and
our earnings per share by 17% from $1.79 in 2000 to $2.10
in 2001. Our stock price increased 61%. Each of our operating
units was profitable, ending the year with a strong base

for 2002 and beyond.

We also took the first major step toward our goal of building
a base for long-term growth, with the acquisition of a dynamic
U.S.—based electronic security firm that is positioned to play
a role in the Homeland Security initiative. This acquisition
marks our initial penetration of the U.S. electronic security
market, adds to our portfolio of strategic security businesses,
and bridges both security and defense functions.

The financial community also began to recognize the low
valuation and great potential of Allied Research in 2001. Our
shares rose from a low of $6.20 early in the year, to $8.95 prior
to September 11th, and ended the year at $13.92. Trading
volume increased by 110% in 2001 and an additional major
investment firm took a significant position in the Company.

| believe much of this success was due to positive movement
on the “initial” corporate goals for 2001 that we set in January:

* First, broaden our strategic portfolio of defense and security
businesses dedicated to high margin, niche markets with above
average growth potential;

* Second, increase our corporate mass, largely through
acquisitions, to compete more effectively worldwide, while
dampening business cyclicality through diversification. Some of
these companies would have solid, steady growth while other
smaller ones would be promising, “go-forward” companies;

* Third, strengthen our financial position in order to pursue an
aggressive acquisition program while supporting the needs of our
operating units to take advantage of market and product
development opportunities; and

* Fourth, build a team dedicated to achieving our core mission
in an atmosphere of solid leadership, complemented with
imaginative thinking and an aggressive investor relations program.




We certainly made important moves toward these goals with
the year-end acquisition of NS Microwave, a California
company with outstanding technical achievements. We believe
NS Microwave, headed by its founder, Everett Shilts, has
enormous potential for rapid growth in the expanding security
market as well as potential synergy with our European VSK
Group. NS Microwave's products support domestic law
enforcement and civilian and military force protection
requirements. Integral to this acquisition was the recruitment
of Charles Hasper, an experienced CFO who has enhanced our
acquisition analysis skills and strengthened our

financial relationships.

MECAR, our Belgium-based defense unit, under the
stewardship of Jean Vezina, established new relationships
resulting in orders from new customers with continued
emphasis on broadening MECAR's customer base. Further,
MECAR continues to receive substantial orders from traditional
Middle East customers, including a recently announced

$130 million U.S. Foreign Military Sales contract.

The VSK Group, under the able leadership of Roger Paul,
expanded its European dealer network while obtaining
significant contracts such as the electronic security contract
for the European Parliament building. These add to VSK's
strong base of service and maintenance contracts associated
with Belgian highways and tunnels, banking businesses, and
large building renovations.

LookING TO 2002

We have set ambitious objectives for 2002, the second year
of your new management team'’s leadership. In addition to the
establishment of healthy financial objectives, | fully expect that
we will have revised credit facilities in place that will allow us
to expand our strategic portfolio of defense and security
businesses. These complementary acquisitions will continue

to increase our mass and add synergy as our vision matures.

| expect 2002 to be a strong year with a substantial
contribution from our defense business and solid revenues
from our growing security businesses.

We are committed to enhancing your investment in Allied
Research Corporation while spreading its reputation as a
growing company that provides superior products and services
to its customers worldwide.

%‘ 3
J.H. Binford Peay, Iil

Chairman of the Board,
President and Chief Executive Officer
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Everywhere throughout MECAR's 90-acre engineering and
production complex there is an air of excitement, calm
purpose and fast-paced activity. From initial design
operations to shipping docks, MECAR teams are expert at
keeping their focus on adding to the company’s proud
reputation for innovation and quality.

It's all part of MECAR's history of pride in workmanship,
linked closely to a solid and long-time customer base.
Thanks to growing relationships with major gun and vehicle
manufacturers, as well as a strong marketing effort,

81mm Mortar Rounds MECAR's 140,000 square feet of modern facilities were
highly productive, virtually around the clock in 2001.

An example of MECAR's flexibility and engineering capability
in 2001 was its successful response to a U.S. Army Foreign
Military Sales requirement to develop, test and produce large
guantities of MECAR’s 120mm mortar rounds for the new
Armored Mortar System (AMS). Additionally, MECAR
production teams answered the call for initial quantities of
MECAR-designed 90mm rounds, including tungsten
penetrator ammunition. As always, MECAR was also able to
respond quickly to customer needs for advanced technology,
medium and large caliber ammunition ranging from 25mm to
155mm, as well as deliver MECAR's patented Bullet Trap
Rifle Grenades and a full range of hand grenades. No matter
what the need, each MECAR product contains the same
elements of high performance, high quality and reliability for
the toughest combat conditions.

90mm CKL Mark lli
bodies in production.

Efficient management at all levels resulted in higher
operating margins, allowing investment in the development
of still newer and more efficient products to meet the
requirements of existing customers and expanded markets.

A healthy backlog, new markets and quality products indicate
an excellent future for MECAR.

1L

nily of 105mm

L ;
Tank Ammunition




THE VSK Group

When the European Parliament made the decision

to strengthen their already sophisticated security
systems, their decision-makers chose our VSK Group.
That’s because they knew VSK could deliver the
optimum solutions to some very complex

security problems.

VSK knows how to listen carefully, analyze problems and
understand the Parliament’s specific needs. Notably, VSK
can provide advanced products and software, combined
with a strong reputation for reliable after-sale service. The
result is a customized, total solution system in a very
cost-effective package.

In short, the European Parliament selected the VSK Group
for all the reasons that clearly summarize VSK's strengths
and explain its marketing success.

Since its acquisition by Allied Research in 1994, the VSK
Group has grown from a nucleus of several individual and
specialized units into the highly competitive VSK Group,
providing governments, commercial businesses and financial
institutions with reliable, cost-efficient, state of the art
solutions to the most demanding security problems.

Operating as one company with unified engineering,
research and development, marketing and service
specialists, the VSK Group is a major player in the
European commercial electronic security market, and a
bright star in Allied Research'’s strategic portfolio of
defense and security businesses.

Importantly for Allied Research, the VSK Group's steady,
predictable revenues and profits provide a healthy balance
to offset the peaks and valleys of defense spending.

With U.S.-based NS Microwave joining Allied Research,
VSK will be able to access additional technology, broaden
its product offerings and technical capability, while providing
NS Microwave with access to the rapidly growing European
electronic security market.

The VSK Group continues to
deliver strong profits while
expanding its markets.

VSKWIn® offering total

security system management.

Card Access System

FoxEye® Digital Video
Transmigsion and
Recording system.




NS NiICROWAYE

Proprietary software and
modular hardware permits
NSM to customize cost
effective solutions.

A central microwave receive
site can “see” citywide and
gather information from one
well-positioned location.

Mast Mounted Camera

Assisting government and commercial leaders who protect
infrastructure and people worldwide is a clear priority for
NS Microwave, the newest addition to Allied Research's
portfolio of security companies.

Whether the mission is to improve airport, border and port
security, protect critical government and commercial
installations, or provide city wide systems for emergencies,
NS Microwave has a proven track record in supplying
sophisticated answers to many complex security
assignments. NS Microwave's proprietary software and
modular hardware permit NSM to customize cost effective
solutions for the most demanding situations.

Since its formation in 1986, and its initial involvement with
the broadcast transmission of the Olympic games and other
prime sporting events, NS Microwave has evolved into a
leader in the development of sophisticated fixed, mobile and
airborne microwave systems for hundreds of specialized
assignments. NSM's rich history includes helicopter, unmanned
air vehicle, multi-city, and road vehicle applications.

NS Microwave's customer groups include multiple federal,
state and municipal law enforcement agencies, the U.S.
Department of Defense, as well as product sales to other
original equipment manufacturers.

With the addition of NSM's capabilities, Allied Research
gains a solid presence in the U.S. Homeland Security arena,
providing advanced surveillance and security solutions in a
strong and growing market. By blending the skills of NS
Microwave with those skills of the VSK Group in Belgium,
we have the potential for substantial technical and market
synergy that will benefit both units.

Allied Research expects to provide financial support, as well
as operations and marketing assistance to NS Microwave,
allowing it to develop additional high-end products and
systems in order to grow rapidly in both U.S. and
international markets.
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IN YOUR OPINION, WHAT WERE THE HIGH POINTS OF 20017
I'm very proud of the Allied Research team and their accomplishments during 2001,
A few highlights follow:

* Interim vision executed, with future vision on track

* Extensively analyzed credit and capital structure of Allied Research. We expect to complete a revised
credit facility in early 2002

* Earnings per share increased over 17% from 2000 ($1.79 to $2.10)

* Stock price increased 61%

* Average daily stock volume increased 110%

* Significantly enhanced investor relations program — marketing to brokers, institutions and investors

Simply stated: your Allied Research team worked very hard for you and the results speak for themselves.

WHAT ARE YOU DOING TO INCREASE SHAREHOLDER VALUE?

We continuously challenge ourselves to defend our decisions as value-enhancing ones. We focused heavily
this past year on revenue extensions and adding profitable mass, while trimming certain corporate overhead
expenses so that we might add critical new activities. We “walked away” from some very interesting
acquisitions that had unacceptable potential for dilution or risk to our momentum. In 2002, we are working on
additional specific goals to improve profitability and the generation and management of free cash within our
businesses. Also in 2002, we will be making an incremental investment in corporate communications to
expand the market for our shares, tell our success story, and increase synergy among our business units.

WHAT IS THE BIGGEST CHALLENGE YOU FACE IN 20027

| don't think there is one particular challenge. We're moving on many fronts: market expansion, gaining
greater financial flexibility, acquisitions, shareholder value and smooth integration of our acquisitions.

So, it's really a combination of events. Primarily, we want a thoughtful, profitable acquisition program that
fits our vision and we want to build a value based corporation that investors will be proud to be a part of.

WHAT ARE YOU DOING TO PREPARE FOR AND ENSURE THE SUCCESS OF YOUR GROWTH AND ACQUISITION PROGRAMS?

First, we embarked upon a number of initiatives to improve corporate liquidity so that we have adequate
funds to support internal growth, and to acquire and develop attractive firms that fit our vision. Second, we
initiated efforts to maximize the credit support available to grow our individual subsidiaries. Third, we have
periodically retained the services of leading financial and operations advisors to ensure that we acquire
well-analyzed, properly positioned and operationally sound businesses. And, we're keenly aware that the
challenge of good acquisitions is the effective integration of those businesses. Finally, we believe we have a
senior corporate management team that can further advance the marketing of our products to U.S. defense
and international customers.

__——J




QREYA

How WILL THE RECENT ACQUISITION OF NS MICROWAVE BENEFIT THE COMPANY?

NS Microwave gives us a well-respected foothold in Homeland Security operations and this should benefit
us directly. They provide very sophisticated surveillance products for law enforcement, port security and
peacekeeping requirements and, since security is high on the list of government priorities, we anticipate
growing interest in what NS Microwave has to offer.

DO YOU ANTICIPATE FURTHER ACQUISITIONS IN 20027

We are looking closely at several companies with the potential to add to our mass and extend our
position in the defense and commercial security business. Our goal is to add mass without dilution.

So, if the price is too high and the investment return too low, we will pass on the deal. However, | assure
you we will always be adding to our list of potential acquisition candidates. Our acquisition strategy
concentrates in the broad area of security, with specific market examination in the areas of ordnance,
electronic security, safety, simulation and training, armament and manufacturing -- a strategic portfolio
that we describe as defense and security businesses.

HAs SEPTEMBER 11 IMPACTED YOUR PROJECTS AND STRATEGIES?

Interestingly, well prior to September 11, the VSK Group began to experience strong interest in their
European markets for sophisticated electronic security products and systems. This was part of a general
increase in our security business and we felt then that the attention was a result of the VSK Group's new
products and aggressive marketing. MECAR's orders for conventional ammunition continue to be steady and
strong. We expect significant interest in the security systems offered by NS Microwave, as their work is
heavily oriented toward law enforcement and peacekeeping. Obviously, the events of September 11 have
further heightened the demand for these products in both the defense and commercial arenas.

WHAT WOULD BE THE KEY POINTS TO CONVINCE SOMEONE TO INVEST IN ALLIED RESEARCH?

We are a growing and profitable company with successful operations in worldwide defense and commercial
security markets that sells for a below market multiple of earnings. We believe our stock to be undervalued
by the market, especially considering our strong earnings, minimal long-term debt and expanding vision.

I expect 2002 to be a strong year for both revenue and earnings, with each major operating unit contributing.
The order outlook is excellent, particularly at MECAR. The VSK Group continues to provide dependable
results and the potential is promising for the newest member of our portfolio, NS Microwave.




UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washingten, D.C. 20549

FOR

VI 16-K

(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2001

[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition peried from to

Commission file number: §-2545

ALLIED RESEARCH CORPORATION

(Exact name of registrant as specified in its charter)

Delaware 04-2281015
(State of incorporation) (I.R.S. Employer Identification No.)
8600 Towers Crescent Drive {703) 847-5268
Suite 260 (Registrants’ telephone number, including area code)

Vienna, Virginia 22182
(Address of principal executive offices, inciuding zip code)

Securities registered pursuant to Section 12(b) of the Act:
Title of Class Name of Exchange

Common Steck, American Stock Exchange
£0.10 Par Value

Securities registered pursuant to Section 12(g) of the Act: None

[ndicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period
that the registrant was required to file such reports), and (2) has been subject to such filing requirements
for the past 90 days. YES _ X NO__

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (Section
229.405 of this chapter) is not contained herein, and will not be contained, to the best of registrant's
knowledge, in definitive proxy or information statements incorporated by reference in Part I1 of this Form
10-K or any amendment to this Form 10-K. X

State the aggregate market value of the voting stock held by non-affiliates of the registrant as of March I,
2002:

Common Stock - Par Value $.10 $90,090,413

The number of shares of registrant's Common Stock outstanding as of March 1, 2002, was 5,157 438.




THIS PAGE INTENTIONALLY LEFT BLANK



PART |
Item 1.
[tem 2.
Item 3.
Item 4

PART [
Item 5.
Item 6.
Item 7.

Item 7A.

Items 8.
[tem 9.

PART IiI
Item 10.
[tem 11.
[tem 12.
[tem 13.

PART IV
[tem 14.

SIGNATURES

INDEX

BUSIIESS .o eie it ittt ettt b et e e e e e tbe et b e et e tb et reenaeere e
PrOPEITIES. .. ittt sttt ettt be bt te e ste e st e atb et b e eteeers e Rbentbe st e nreeaassabeentans
Le8al PrOCEEAINGS .ovii ittt vttt sttt
Submission of Matters to a Vote of Security Holders........ccccocooiiviioiiiiciiecie e

Market for Stock and Related Security Holder Matters.............cocoocieiiiiiiiiiiece
Selected FINancial Data........cooviiiioiiiiiie et st a e aa e es
Management’s Discussion and Analysis of Financial Condition and

RESUIES OF OPETALIONS ... .iuviiitiieieeieei ettt ettt b et e e
Quantitative and Qualitative Disclosures About Market Risk ..........ccccovviiiiicninnns
Financial Statements and Supplementary Data ..........ccccoociiiiiiiiiiniinii e
Changes and Disagreements With Accountants on Accounting and

Financial DiSCIOSUIE ......cvuviiiiieieie ettt et e etbaeenraas

Directors and Executive Officers of Allied.......c..oooviiiiiniiiiiiiecceee e
EXeCUtIVE COMPEIISATION ....eiiiiiiiiieeiieeries vt e st e st e st e st e abee s etseesabaesbeennneensteeneraessneessnean
Security Ownership of Certain Beneficial Owners and Management............cc.ccccocrenne.
Certain Relationships and Related Transactions .........cccoovcierirniiniciinc e




ITEM 1. BUSINESS
General

Allied Research Corporation ("Allied" or the “Company”) was incorporated in 1962 under the name
Allied Research Associates, Inc. Allied changed its corporate name to Allied Research Corporation in
1988. Allied's strategic defense and security services businesses are primarily conducted through
MECAR S.A. ("MECAR") and a group of Belgian corporations acquired in 1994, 1995 and 1999
consisting of VSK Electronics, S.A., Tele Technique Generale, S.A., IDCS, S.A. and VIGITEC, S.A.
(collectively, the "VSK Group"). MECAR is located in Petit-Roeulx-lez-Nivelles, Belgium; and the VSK
Group operates from several different locations in Belgium. On December 31, 2001, Allied acquired all
of the capital stock of News/Sports Microwave Rental, Inc. (“Microwave”). Microwave is located in
Spring Valley, California.

Description of Business

Allied.

Allied provides management, marketing services and government relations for its subsidiaries. In
addition, Allied also provides export licensing, procurement and logistic support services for its
subsidiaries.

MECAR.

MECAR develops, designs, manufactures and sells ammunition and light weapons for infantry
use. Substantially all of MECAR's revenues are derived from the sale of ammunition which is used with
weapons that are generally considered defensive weapons. From time to time, MECAR provides system
integration services pursuant to which it purchases and resells weapon systems and/or ammunition.

MECAR designs, develops and manufactures a wide variety of ammunition and grenades in the
medium caliber, artillery, anti-tank and anti-personnel categories. The following are the principal
products produced and sold by MECAR:

Mortar Ammunition. The 8 lmm family of mortar ammunition has recently been modernized to
compete with the latest generation of this product line. Production quantities of this latest version have
already been manufactured and delivered to MECAR customers. The 120mm family is a state of the art
ammunition for standard field mortars and for the increased performance turreted AMS mortar. The
current version of this ammunition has successfully completed qualification with the US Army, together
with the 120mm AMS LAV-M(S) system. This system is capable of direct as well as indirect fire. The
MECAR ammunition is the only one so far developed that has been designed to perform in the AMS
weapon high pressure and acceleration environment.

90mm Weapon Systems for Light Armored Vehicles. MECAR has developed and produces
complete families of ammunition that include APFSDS, HE, SMK and HESH rounds for the
COCKERILL Mk I and III and ENGESA EC-90, and DEFA F1 guns. Over 2000 of these guns are
standard equipment on light APCs in the Far East and South America alone. In the last five years, these
families of ammunition have been improved to meet the highest standards of safety and performance.

The 90mm KENERGA Weapon System has been jointly developed by Cockerill Mechanical
Systems ("CMI") and MECAR to provide the modern APC with anti-tank punch similar to that of tanks
equipped with 105mm guns, without sacrifice to the range, mobility and maintainability of the light APC.
In this partnership, CMI is responsible for the weapon and MECAR for the ammunition. The ammunition




family includes the APFSDS, HESH and SMK versions with their corresponding training rounds. This
system is currently undergoing qualification by the U.S. Army.

Tank Ammunition. MECAR produces the entire range of 105mm rounds of its own design and
which perform to NATO requirements, for use in the US M68, UK L7 and French CN105F1 guns. These
include the APFSDS, HEAT, HESH and SMK, with their corresponding training rounds. Additionally, it
has produced under license the US Army M393A2 HEP-T and M724A1 TPDS-T rounds for the Belgian
Army. MECAR has produced 100mm APFSDS rounds for friendly pro western clients in the Far East.

Artillery Ammunition. MECAR has produced 155mm HE, SMK(WP) and ILLUMINATING
rounds for various customers.

Medium Caliber Round. The 25mm APFSDS-T ammunition round is MECAR's entry into the
medium caliber arena.

76mm .23 Ammunition. MECAR manufactures HE, HESH and HESH-PRAC ammunition for
the L23 guns, which are in service with armored vehicles in several countries in Europe, South America,
Africa and the Far East. Even though this is an established weapon, requirements for this ammunition are
expected to continue for the next several years.

Universal Bullet Trap Rifle Grenades. The universal bullet trap rifle grenade is designed to be
light, effective, accurate and simple to use. It is fitted over the muzzle of any standard military rifle with
a muzzle outer diameter of 22mm and fired from the shoulder in the normal manner. This method of
firing a grenade is made possible by MECAR's development of the universal bullet trap ("BTU"). The
BTU is a device which can be used with all existing makes of steel core or soft core bullets in calibers
7.62mm and 5.56mm, including the latest round (SS109) used in the M-16 rifle. The BTU is fitted within
the tail of the grenade. When the bullet is fired, it lodges in the BTU and the expanding gases released by
the discharged round propel the grenade to its target. MECAR manufactures several different bullet trap
grenades including high explosive fragmentation, anti-personnel, armor piercing, smoke generating,
white phosphorus, and parachute flare (night illuminating).

84mm SAKR Recoilless Rifle. MECAR developed and manufactures this recoilless rifle and its
associated family of ammunition. The SAKR fills the gap between rifle grenades and the 90mm family of
guns and ammunition. The SAKR ammunition (HEAT, HE-T and HE-TP-T) is also interoperable with
existing 84mm systems.

Hand Grenades. MECAR manufactures the M72 controlled fragmentation hand grenade.

VSK Group.

The VSK Group engages in the business of developing, manufacturing, selling, installing and
servicing security systems for government and private industry. The systems marketed by the VSK
Group include intrusion detection, access control and fire detection systems. The principal products
manufactured by the VSK Group are central control panels; the other components are purchased from
other vendors. In May, 1995, the VSK Group acquired all of the outstanding stock of IDCS, S.A., which
markets an upscale line of security services products principally in European markets. In late 1999, the
VSK Group acquired all of the outstanding stock of VIGITEC, S.A., which markets closed circuit
television systems and provides other communications services.




Microwave

Microwave engages in the development of sophisticated microwave surveillance systems used in
law enforcement, port security, border security, airport security, high-end commercial security, and
citywide surveillance applications. The company’s products and services are used for gathering,
transmitting, receiving and processing multiple signals from remote locations. The company develops,
assembles and sells electronic technology products and systems for users to operate through the
company’s proprietary hardware, software and communication links. Microwave’s systems and products
include cameras, command/control systems, video concealments, microwave link solutions, and other
sensors. Microwave offers fixed observation/transmit surveillance installations in addition to mobile
command centers and airborne camera/tracking/transmit packages.

Geographic Areas and Industry Segments

See Note T to Allied's consolidated financial statements for information concerning the
geographic areas and industry segments of Allied which information is incorporated herein by reference.

Market and Customers

Allied derives the principal portion of its revenues from direct and indirect sales to foreign
governments and prime contractors, primarily on fixed price contracts. Two agencies of a foreign
government and another foreign government accounted for approximately 47%, 30% and 1% in 2001,
54%, 23% and 4% in 2000, and 26%, 27%, and 6% in 1999, of Allied’s revenues as detailed in Note O to
Allied’s consolidated financial statements, the provisions of which are incorporated herein. The addition
of the VSK Group adds a non-military component to company-wide operations. The VSK Group
accounted for approximately 21%, 23% and 35% of Allied’s 2001, 2000 and 1999 revenues respectively.

MECAR’s sales to its principal foreign government customers have historically been made with
the assistance of an independent marketing representative. Commencing in early 2000, MECAR
designated an affiliate of this representative as its independent distributor/value added reseller (the
“Distributor’”). The Distributor obtains a contract from the end user customer and subcontracts a portion
of the work to MECAR. The products that MECAR produces are sold to the Distributor for resale to the
foreign government agencies end users.

MECAR's products are sold either directly or indirectly to the defense departments of
governments. MECAR is regulated by Belgian law regarding the foreign governments with which it may
do business.

The sales by MECAR in any given period and its backlog at any particular time may be
significantly influenced by one or a few large orders. This is due to the nature of its business. An order
for MECAR's products is typically for a large quantity and/or a substantial aggregate price, primarily
because materials required for the manufacture of the products cannot be economically purchased in small
quantities and because of the favorable economies of large volume production. Most of the contracts
received by MECAR require delivery in approximately one year. Accordingly, MECAR's business is
dependent upon its ability to obtain such large orders. MECAR frequently accepts smaller orders in an
attempt to increase its customer base. MECAR's products are designed for general military use by a
variety of government customers.

When MECAR obtains a contract for the sale of its products, it generally receives down
payment(s) and/or letter(s) of credit to be applied to the purchase price upon shipment of the products. In
such cases, MECAR is generally required to provide advance payment guarantees and performance bonds
issued by its bank syndicate.




MECAR has from time-to-time received foreign military sale ("FMS") contracts from the U.S.
Government for the manufacture of ammunition for the benefit of a foreign government. Such contracts
may be terminated for convenience by the government or upon default by the manufacturer. The
contracts received by MECAR through the FMS system do not provide for down payments, letters of
credit, advance payment guarantees or performance bonds.

The VSK Group derives substantially all of its revenue from sales and services to private industry
such as banks, hospitals, commercial businesses, office buildings and to local governments. The VSK
Group sells some of its products/services directly to the end users; 1in other instances it sells its systems to
independent distributors and resellers for resale to the end users. The customers of the VSK Group are
located in Belgium and in neighboring countries. While most of the orders received by the VSK Group
are for work which can be completed within one year, it has received multi-year orders for its products
and services. VSK Electronics and IDCS sell their products principally in European markets. VIGITEC
and Tele Technique Generale sell their products principally in Belgium.

Microwave customers include U.S. Government agencies as well as state and local law
enforcement agencies. The U.S. Govemment agencies have historically accounted for a majority of
Microwave’s revenues.

Marketing

Most of the marketing activities of MECAR are handled by MECAR's staff of sales engineers and
executive personnel. In addition, MECAR advertises in trade journals and participates in trade shows.
MECAR is also represented by marketing representatives in different markets and has designated the
Distributor for indirect sales to its principal end user customers.

The marketing activities of the VSK Group are handied principally by its staff of sales personnel.
Marketing activities outside of Belgium are conducted by independent distributors. In addition, the VSK

Group advertises in trade journals and participates in trade shows.

Microwave’s marketing activities are handled by both its sales personnel and executive
management.

Research and Development

The development of ammunition and weapon systems requires knowledge and experience in
aerodynamics, mechanical engineering, chemistry, combustion, materials behavior and ballistics.
MECAR maintains an active research and development staff, including a staff of design engineers, in
order to determine how materials can be used or combined in new ways to improve performance or to
solve new problems. In 2001, 2000 and 1999, MECAR expended $500,904, $736,764 and $793,916,
respectively, for research and development activities. MECAR designed most of the products which it
currently manufactures. MECAR designs and develops most of its special tooling, fixtures and special
explosive loading and testing systems.

The business of the VSK Group requires continuous investment in research and development to
update and enhance its security systems. The VSK Group employs a staff of design engineers specialized
in the field of both electronic hardware and software. During 2001, 2000 and 1999, the VSK Group
expended $1,003,358, $846,307 and $892,092, respectively, on research and development.

Management anticipates that the business of Microwave will require continuous investment in
research and development.




Suppliers and Materials

Production of ammunition requires an ample supply of chemicals, pyrotechnical materials and
metal component parts and casings. MECAR generally attempts to ensure that several vendors will be
available in the open market to compete for all supply contracts. However, once the development phase
is complete and the design has been stabilized for certain products, the continued availability of supplies
can become critical to its ability to perform a particular contract. MECAR seeks to protect itself against
shortages and similar risks by planning alternative means of production, by producing internally, and by
monitoring the availability and sources of supplies.

Production of weapons requires a continuous supply of a variety of components and materials.
MECAR depends upon major suppliers to provide such components and materials where in-house
capability does not exist, and has generally found such materials and supplies to be readily available.

The VSK Group relies upon a number of selected subcontractors to supply the requisite electronic
hardware for its security systems. To date, the VSK Group has found such subcontract materials to be
readily available. Assembly of the central control panels (including all computer software) is performed
internally by employees of the VSK Group.

Microwave contracts with a number of vendors for components used in its systems. Historically,
such components have been found to be readily available.

Backlog

As of December 31, 2001 and December 31, 2000, Allied had backlog orders believed to be firm,
after giving effect to the percentage of completion method of accounting, of approximately $56.0 million

and $63.5 million, respectively. A substantial portion of the backlog of orders as of December 31, 2001
is expected to be filled in 2002.

Competition

The munitions business is highly competitive. MECAR has a number of competitors throughout
the world, including the United States. Many of its competitors are substantially larger companies with
greater capital resources and experience. Many of its competitors have existing relationships with
governments and countries in which MECAR markets its products. For example, many countries will
only acquire ammunition and other military items from vendors located in said countries. In many other
countries, it is tmportant to have an independent marketing representative. Competition is mainly based
upon accessibility of potential markets, technical expertise, quality, capabilities of the product and price.

The nature of the competition encountered by the VSK Group depends upon the segment of the
security systems business. In the development and manufacturing area, there are a number of larger
competitors, many with greater financial resources than the VSK Group. In the installation and services
area, the VSK Group competes with a number of smaller, local competitors.

Microwave competes with niche suppliers of specialized security products as well as much larger
companies with substantially greater financial and other resources.




Personnel

As of December 31, 2001, Allied, MECAR, VSK Group and Microwave had 501 full and part-
time employees as follows:

ALLIED

Salaried employees 7
MECAR

Technical and salaried employees 50
Hourly workers 265
Technical consultants 1
VSK GROUP

Technical salaried employees 120
Hourly workers 23
Part-time employees 5
MICROWAVE

Salaried employees 18
Hourly workers 12

The classification of employees noted above for MECAR and the VSK Group is in accordance
with Belgian law.

Patents
Microwave holds a patent on a mechanical mast that is a key component of certain security
systems it supplies to law enforcement agencies. The patent was filed in 1997. Neither Allied nor any of

its other subsidiaries holds any other significant patents.

Environmental Regulations

Allied does not anticipate that compliance with any laws or regulations relating to environmental
protection will have a material effect on its capital expenditures, earnings or competitive position.

Principal Customers

MECAR has historically received a large percentage of its revenue from two (2) agencies of a
foreign government. See Note O to Allied’s consolidated financial statements. MECAR now receives
contracts for the benefit of these customers via the Distributor and via the FMS program.




ITEM 2. PROPERTIES

Allied's principal executive offices are located in Vienna, Virginia, where it leases approximately
3,700 square feet of office space. The lease expires in September, 2007.

MECAR's principal factory is located approximately 25 miles south of Brussels near Nivelles,
Belgium. The factory principally consists of a manufacturing and administrative complex which was
occupied by MECAR in 1989. The manufacturing area is approximately 112,000 square feet and the
administration facility is approximately 28,000 square feet. There are a number of older buildings on the
property that are still used in conjunction with the new complex. A small test firing range is maintained
on this property. MECAR also owns 600 acres in the vicinity of the Village of Marche in the Ardennes
region of Belgium, which was previously used as a test range. MECAR ceased its use of the Ardennes
firing range in 2001. MECAR is now utilizing other test ranges, including a test range owned by the
Belgian Army, although it is also exploring the prospects of securing the use of a new test range.

Throughout 2001, MECAR operatéd using one full and two partial shifts. MECAR is currently
operating near its productive capacity.

The VSK Group operates from owned facilities containing approximately 49,400 square feet.
Such facilities are currently operating at approximately 75% of productive capacity.

Microwave operates from a leased office, production and warehouse facility consisting of
approximately 8,400 square feet in Spring Valley, California. The facility is leased on a month to month
basis. Microwave operated at 50% capacity of the facility in 2001. Microwave has adequate capacity at
the facility to operate at projected levels in 2002.

Capital expenditure programs for facilities and equipment planned in 2002 will require funding of
approximately $3.0 million.
ITEM 3. LEGAL PROCEEDINGS

There are no material pending legal proceedings, other than ordinary routine litigation incidental
to Allied's business, to which Allied or any of its subsidiaries is a party or to which any of their property
is subject.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders of Allied during the fourth quarter
of 2001.




PART II

ITEM 5. MARKET FOR STOCK AND RELATED SECURITY HOLDER MATTERS

Market Information

Allied's Common Stock has been listed for trading on the American Stock Exchange ("AMEX")
since September 15, 1992.

Its AMEX trading symbol is ALR. Its media listing is under the symbol Allied Research. The
table below shows the high and low sales prices of Allied's Common Stock during 2001 and 2000 (as
reported by AMEX):

2001 High Low
1st Quarter $ 894 $ 6.15
2nd Quarter § 9.31 $ 7.30
3rd Quarter $16.59 $ 7.80
4th Quarter $19.70 $11.20

2000 High Low
1st Quarter $ 9.38 $ 7.00
2nd Quarter $ 8.56 $ 6.75
3rd Quarter $ 9.31 $ 7.13
4th Quarter $ 9.19 $ 7.75

Stockholders

There were approximately 1,114 holders of record of the Common Stock of Allied as of February
15, 2002.

Dividends

Allied paid a 5% stock dividend in November, 1992 to holders of record of its Common Stock on
October 15, 1992, Cash was paid in lieu of the issuance of fractional shares. There have been no
dividends declared or paid by Allied in 1993-2001.

Stock Issuance

On December 31, 2001, Allied acquired all of the outstanding capital stock of Microwave in
exchange for consideration which included 176,334 shares of unregistered Common Stock. The company
issued an additional 8,443 unregistered shares of its Common Stock in satisfaction of an obligation of
Microwave. All shares issued in this transaction were exempt from registration pursuant to Section 4(2)
of the Securities Act.




ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data relates to Allied's consolidated financial position and results
of operations for 2001, 2000, 1999, 1998 and 1997:

Revenues

Earnings (loss) from

- continuing operations
- discontinued operation

Net earnings (loss)

Eamings (loss) per share

Basic:

- continuing operations

- discontinued operation
Net income (loss)

Diluted:

- continuing operations

- discontinued operation

Net income (loss)

Total assets

Long-term debt obligations and
redeemable preferred stock

Cash dividends declared per
common share

2001 2000 1999 1998 1997
(000's omitted except per share amounts)
$96,947  $107,743  $59,033 $133,078 $123,935
10,367 8,705 (3,282) 8,629 8,147
- 517 (746) _ 437 418
10,367 9,222 (4.028) 9,066 8,565
2.11 1.79 (0.68) 1.83

= 011 (0.16) 0.09 0.09
211 190 (0.84) 1.92 188
2.10 1.79 (0.68) 1.81 1.76
- 0.11 (0.16) 0.09 0.09
2.10 1.90 (0.84) 1.90 185
86,784 87,636 60,131 101,635 89,310
3,110 3,529 3,081 4,154 5,104




ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Overview

Allied provides management services to its subsidiaries. Allied's consolidated statements have
eliminated all significant intercompany transactions. The following discussion refers to the financial
condition, liquidity and results of operations of Allied on a consolidated basis unless otherwise stated.
All dollars are in millions except per share amounts.

In 2001, Allied operated in two (2) principal segments: the development and production of
ammunitions and weapon systems ("product sales"); and the manufacture, distribution and service of an
integrated line of industrial security products ("security systems and services"). Product sales were
provided solely by MECAR and a related company, Sedachim. Security systems and services were
provided by the VSK Group. Accordingly, all references in this Item 7 to (i) MECAR shall refer to the
product sales segment and (ii) the VSK Group shall refer to the security systems and services segment.
All references herein to Allied or the Company shall refer to Allied Research Corporation as a whole.

An agreement to sell the stock of Bamnes & Reinecke, Inc. (“BRI”) was executed in early
December, 1999 and the stock of BRI was sold in March, 2000. Accordingly, BRI's operations have been
excluded from Allied's results from continuing operations and the net results of such operations are
reported separately as results from discontinued operation.

On December 31, 2001, Allied acquired all of the capital stock of Microwave. This acquisition is
reflected on Allied’s year-end balance sheet.

In 1999, Allied reorganized its European holdings. A Belgium holding company, ARC Europe,
S.A., now owns all of the capital stock of each of MECAR, Sedachim and the VSK Group.

Allied earned net profits of $10.4 ($2.11 per share-basic and $2.10 per share - diluted) from
continuing operations in 2001 compared to net profits of $8.7 ($1.79 per share-basic and diluted) in 2000
and a net loss of $3.3 ($0.68 per share — basic and diluted) for 1999.

Forward-Looking Statements

This Management's Discussion and Analysis of Financial Condition and Results of Operations
contains forward-looking statements that are based on current expectations, estimates and projections
about the Company and the industries in which it operates. In addition, other written or oral statements
which constitute forward-looking statements may be made by or on behalf of the Company. Words such
as "expects", "anticipates”, "intends", "plans", "believes", "seeks", "estimates", or variations of such
words and similar expressions are intended to identify such forward-looking statements. These
statements are not guarantees of future performance and involve certain risks, uncertainties and
assumptions ("Future Factors") which are difficult to predict. Therefore, actual outcomes and results may
differ materially from what is expressed or forecast in such forward-looking statements. The Company
undertakes no obligation to update publicly any forward-looking statements, whether as a result of new
information, future events or otherwise.

Future Factors include substantial reliance on MECAR's principal customers to continue to
acquire MECAR's products on a regular basis; the cyclical nature of the Company's military business;
rapid technological developments and changes and the Company's ability to continue to introduce
competitive new products and services on a timely, cost effective basis; the ability of the Company to
successfully continue to expand its business base; the mix of products/services; domestic and foreign
governmental fiscal affairs and public policy changes which may affect the level of purchases made by
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customers; changes in environmental and other domestic and foreign governmental regulations; continued
availability of financing, financial instruments and financial resources in the amounts, at the times and on
the terms required to support the Company's future business. These are representative of the Future
Factor$ that could affect the outcome of the forward-looking statements. In addition, such statements
could be affected by general industry and market conditions and growth rates; general domestic and
international economic conditions including interest rate and currency exchange rate fluctuations;
increasing competition by foreign and domestic competitors, including new entrants; and other Future
Factors.

Critical Accounting Policies

Our significant accounting policies are described in Note A to the consolidated financial
statements included in Item 8 of this Form 10-K. We believe our most critical accounting policies include
revenue recognition and cost estimation on fixed price contracts for which we use the percentage of
completion method of accounting. This method is used by MECAR for substantially all of its sales
contracts. Approximately 80%, 81% and 65% of consolidated revenue was recognized under the
percentage of completion method during 2001, 2000 and 1999, respectively. The value of contracts in
process at December 31, 2001 and 2000 were $20.3 and $34.1 and the profits recognized on these
contracts through December 31, 2001 were approximately $11.1 and $10.4, respectively.

Under the percentage of completion method revenue is recognized on these contracts as work
progresses during the period, based on the amount of actual cost incurred during the period compared to
total estimated cost to be incurred for the total contract. Management reviews these estimates on a regular
basis and the effect of any change in cost estimates are reflected in cost of sales in the period in which the
change is identified. If the contract is projected to create a loss, the entire estimated loss is charged to
operations in the period such loss first becomes known. A number of internal and external factors affect
our cost of sales estimates, including labor rates and efficiency variances, material usage variances,
delivery schedules and testing requirements. Additionally, as inventory items increase in age, obsolete
and excess items are charged to cost of sales when such determination is made. While we believe that the
systems and procedures used by MECAR, coupled with the experience of its management team, provide a
sound basis for our estimates, actual result will differ from management’s estimates. The complexity of
the estimation process and issues related to the assumptions, risks and uncertainties inherent with the
application of the percentage of completion method affect the amounts reported in our financial
statements.

Trends In Operations

Each of MECAR and the VSK Group contributed to a very successful 2001. We also took the
first step in our plan to extend the reach of our strategic defense and security businesses by acquiring
Microwave.

MECAR operated near capacity of its facilities throughout much of 2001. The vast majority of
MECAR’s 2001 revenues resulted from orders from its traditional customer base.

MECAR’s 2001 revenues included contracts for the benefit of its traditional customers via the
Foreign Military Sales Program (“FMS”) as well as from direct and indirect contracts with and for the
benefit of the end user customers.

MECAR has supplied both 90 mm ammunition and 120 mm mortar ammunition for use in two
(2) new weapon systems acquired by one of MECAR’s traditional customers via FMS contracts. The
customer has indicated a need and desire for additional rounds of each of the 90mm ammunition and 120
mm mortar ammunition, In early March, 2002, Allied announced the award by such customer of a three
(3) year, $130.0 FMS contract for 90 mm ammunition.
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MECAR’s 2001 results were positively impacted by a supplemental contract awarded as part of
an FMS contract for a new series of ammunition developed by MECAR. The contract requires MECAR
to correct deficiencies in the ammunition detected by tests performed by the U.S. Government. The
revenue from the contract was recognized in the third and fourth quarters of 2001 since the most critical
tests performed by the U.S. Government only identified minimal deficiencies. A $2.0 provision was
established by MECAR to cover corrections and other costs that might be incurred. This contract
provided approximately forty percent (40%) of Allied’s 2001 profits. The final tests and MECAR’s
corrections should be completed by mid-2002.

The VSK Group recorded another excellent year in 2002. It contributed approximately $19.9 in
revenues and $2.1 in pre-tax profits.

The reported earnings of each of MECAR and the VSK Group were adversely impacted by the
fluctuations of the Euro during 2001.

Allied commenced 2002 with a consolidated backlog of approximately $56.0 compared with a
consolidated backlog at the beginning of 2001 of $63.5. MECAR began 2002 with a backlog of
approximately $47.0 compared with a 2001 beginning backlog of $54.3. VSK began 2002 with a backlog
of approximately $7.6 compared with a 2001 beginning backlog of approximately $9.2. Microwave
commenced 2002 with a backlog of approximately $1.4.

In future periods, Allied’s operations will continue to be impacted by MECAR’s ability to obtain
large orders on a periodic basis, Allied’s ability to successfully continue its expansion of other business

and Allied’s ability to successfully integrate new acquisitions, such as Microwave.

Trends In Liguidity And Capital Resources

The Company’s liquidity did not materially improve in 2001 despite the excellent operating
results and an increase in working capital.

MECAR utilized a $9.0 line of credit and other short-term bank facilities of up to $7.0 during
2001 to fund working capital requirements. While the line of credit was repaid by December 31, 2001,
MECAR required temporary bank loans to cover overdrafts of approximately $2.5.

In addition, Allied made advances of $4.0 to MECAR throughout 2001 to supplement MECAR’s
working capital needs. These advances were repaid prior to the end of 2001.

In an effort to minimize the liquidity shortage at MECAR, in early 2001 the bank syndicate
provided a partial waiver of the requirement to pledge cash to collateralize performance bonds and
advance payment guarantees. The waiver expired in mid-2001 at which point MECAR was required to
provide the full amount of pledged cash, as collateral, as required by the bank syndicate agreement.

Throughout 2001, Allied management engaged in a review and analysis of its company-wide
financing requirements. As a result, MECAR’s bank syndicate agreement has been recently modified as
described below under Liquidity. Allied anticipates that the modification will increase MECAR’s credit
facility, will provide a maximum amount of pledged cash required for contracts and will potentially
provide Allied increased access to cash generated by MECAR.

No liquidity shortages have been forecasted for 2002. For the long term, the generation of
positive cash flow from core operations will depend upon MECAR’s ability to continue to receive orders
from its traditional customer base, the ability of MECAR to broaden its revenue base and the ability of
Allied to successfully expand its group of strategic security businesses.
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Liguidity

‘Working capital, which includes restricted cash, was approximately $41.2 at December 31, 2001,
which is an increase of $6.3 from the December 31, 2000 level. Allied's current working capital is
required for operations and to support credit facility agreements.

Cash and equivalents at December 31, 2001 increased over year-end 2000 levels largely as a
result of profitable operations. Accounts receivable at December 31, 2001 increased over December 31,
2000 levels by $1.0 principally due to the acquisition of Microwave. Costs and accrued earnings on
uncompleted contracts decreased by $13.8 from year-end 2000 levels as a result of decreased amounts of
work-in-progress at the end of 2001. Inventories at year-end 2001 were 5% higher than at the end of
2000. Prepaid expenses were essentially unchanged from 2000 levels. Intangibles increased from 2000
levels due to the Microwave acquisition. Deferred taxes increased in 2001 by $0.7 as a result of the
recognition of the tax benefit related to the net operating loss carryforward from U.S. operations.

Current liabilities decreased by $12.4 from December 31, 2000 levels due to increased cash
availability from operations which was used to reduce payables.

During 2001, 2000 and 1999, Allied funded its operations principally with internally generated
cash and back-up credit facilities required for foreign government contracts. In addition, MECAR
utilized a $9.0 line of credit and other short-term bank facilities of up to $7.0 throughout 2001.

MECAR typically obtains relatively large orders for its ammunition and weapon systems which
require credit facilities to provide import letters of credit, advance payment guarantees and performance
bonds. These needs have been met in the last few years via agreements with a multi-member foreign
bank syndicate. While the bank syndicate agreement provides that MECAR is responsible to repay the
syndicate for amounts paid by the banks pursuant to the guarantees/bonds, the financial terms stipulate
that all such obligations be secured, in part, by a cash pledge. At December 31, 2001, MECAR’s lenders
had issued $18.0 of guarantees/performance bonds and MECAR had pledged $6.2 of cash.

The bank syndicate agreement provides the banks the right to review and approve each proposed
MECAR contract before they agree to provide the necessary guarantees/bonds. While management
believes that it will be able to finance additional MECAR contracts using the bank syndicate structure,
there can be no assurance that such financing will be provided.

The bank syndicate agreement was amended and restated in mid-March, 2002. The revised bank
syndicate agreement provides $20.0 increased credit support over the previous bank syndicate agreement,
which includes an $8.9 increase in the guarantee/bond facility, which increase does not require any cash
pledges. The new agreement provides (i) lines of credit aggregating $11.2 for tax prepayments and
working capital and (ii) a facility for guarantees/bonds to support customer contracts of $32.6.

The revised bank syndicate agreement eliminates most restrictions on payments by MECAR to
Allied or other Allied group companies but substitutes financial covenants requiring MECAR to maintain
minimum net worth and working capital levels.

MECAR’s obligations under the revised bank syndicate agreement continues to be collateralized
by a pledge of MECAR’s assets and adds a second mortgage on MECAR'’s facility. The revised
agreement provides for the release of the guarantee of ARC Europe and the pledge of the stock of the
VSK Group but retains Allied’s agreement to support MECAR so that it remains in compliance with its
bank syndicate agreement obligations.
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MECAR has a mortgage loan with a foreign government agency which had an outstanding
balance of approximately $1.3 at December 31, 2001. Principal and interest payments on the mortgage
loan extend through January, 2004, and the loan includes a prepayment penalty clause.

The VSK Group operated throughout 2001 primarily from cash generated from operations. The
VSK Group is obligated on several mortgages and other long-term obligations with December 31, 2001
balances aggregating $0.3. It is also obligated on letters of credit required by a contract with a customer.

On January 1, 1999, eleven member countries of the European Union adopted the Euro as their
common legal currency and established fixed conversion rates between their existing sovereign currencies
and the Euro. Between January 1, 2002, and July 1, 2002, the participating countries will introduce Euro
notes and coins and withdraw all legacy currencies so that they will no longer be available.

Allied will continue to evaluate all issues involving the introduction of the Euro as further
accounting, tax and governmental legal and regulatory guidance becomes available. Based on current
information and Allied's current assessment, Allied does not expect that the Euro conversion will have a
material adverse effect on its business or financial condition. However, its operations in 2001 were
adversely impacted by the fluctuations in the value of the Euro versus the U.S. Dollar.

In September 1998, Allied's Board of Directors authorized the purchase of up to 200,000 shares
of Allied's common stock. During 2000 and 1999, Allied repurchased 75,688 and 22,600 shares of its
common stock in market transactions. The Company did not repurchase shares in 2001 and does not
anticipate repurchasing shares of Company stock in calendar year 2002.

Allied's ability to cover its anticipated future operating and capital requirements is dependent
upon its ability to generate positive cash flow from the operations of its subsidiaries, particularly the
operations of MECAR.

Capital Resources

Allied spent $3.1 in 2001 on capital equipment as compared with $3.9 in 2000 and $2.3 in 1999,
respectively. The expenditures in 2001 were primarily for operating machinery and building upgrades.
Management currently anticipates that it will spend approximately $3.0, across all the operations, on
capital expenditures in 2002 for additional upgrades to its facilities and equipment.

Contractual Obligaticns and Commercial Commitments

As described herein and in the notes to the consolidated financial statements, Allied has
contractual obligations and commercial commitments that may affect its financial condition. However,
based on management’s assessment of the underlying provisions and circumstances of the material
contractual obligations and commercial commitments of Allied, there is no known trend, demand,
commitment, event or uncertainty that is reasonably likely to occur which would have a material adverse
effect on Allied’s financial condition or results of operations.




The following tables identify material obligations and commitments as of December 31, 2001:

Payments Due By Period

Contractual Obligations' Total 1 Year 2-3 Years 4-5 Years
Debt and capital leases $6.8 $3.7 $2.9 $0.2
Operating leases 0.5 0.1 0.2 0.2
-Total contractual obligations $72.3 $3.8 $3.1 $0.4
Total
Amount

Other Commercial Commitments Committed

Bank Guarantees $18.0

Standby letters of credit 04

Total commercial commitments $18.4

Results of Operations

Allied had revenues from continuing operations of $96.9 in 2001 compared to $107.7 in 2000 and
to $59.0 in 1999, respectively. Allied earned profits from continuing operations of $10.4 in 200! and
$8.7 in 2000 compared to a loss of $3.3 in 1999.

! Excluded are contracts made in the normal course of business for performance of sales contracts or routine

services, as well as commitments where contract provisions allow for cancellation.
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The following table sets forth, for the years ended December 31, 2001, 2000 and 1999, certain items from
Allied's consolidated statements of operations expressed as a percentage of revenue:

2001 2000 1999
Revenue 100.0% 100.0%  100.0%
Cost and expenses
Cost of sales 65.2 74.2 86.2
Selling and administrative 12.5 10.0 18.2
Research and development 1.6 1.5 2.8
Operating income (loss) 20.7 14.3 (7.2)
Other income (deductions)
Interest income 0.7 0.6 1.4
Interest expense (1.7) (1.4) (1.9)
Other - net (0.3) 0.4 1.3
Earnings (loss) before discontinued operation
and income taxes 19.3 13.9 (6.4)
Income tax expense (benefit) 8.6 5.8 (0.8)
Earnings (loss) from continuing operations
10.7 8.1 (5.6)
Discontinued operation - 0.5 (1.3)
Net earnings (loss) _10.7 8.6 (6.9)

The following discussion of the components of the results of operations applies to Allied as a
whole unless reference is made to a particular segment.

16




Revenues
Allied’s consolidated revenues from continuing operations for 2001 decreased $10.8, or 10%,
from 2000 revenues. Revenues from continuing operations for 2000 increased $48.7, or 83%, over 1999

revenues.

Revenues By Segment

($ Millions)
2001 2000 1999
Amount % Amount % Amount %
MECAR $77.0 80% $87.6 81% $38.5 65%
VSK 19.9 20% 20.1 19% 20.5 35%

The fluctuation in MECAR’s 2001 revenues from the amount realized in 2000 results principally
from a change in MECAR’s revenue base. In 2000, MECAR began to receive subcontracts from the
Distributor (as opposed to direct contracts from the end user customer). As a result, in 2001 the majority
of non-FMS revenue was via the Distributor subcontracts. These subcontracts generally have lower
revenue value than MECAR'’s traditional direct end user sales contracts; however, this subcontract
arrangement does not reduce the Company’s gross margins since MECAR’s cost of sales are reduced as a
result of its agreement with the Distributor. MECAR's revenues for 2000 increased by 127% over its
1999 revenues. The increase in 2000 revenues over 1999 revenues is attributable to increased order levels
for its products, after a downturn in business in 1999.

Revenues at the VSK Group were essentially unchanged in 2001 as compared to 2000. In 2000,
revenues at the VSK Group decreased approximately 2% from 1999 levels. If currency fluctuations are
eliminated, 2001 and 2000 VSK Group revenues were 2% and 16% greater than 2000 and 1999 revenues,
respectively.

Cost of Sales

Cost of sales as a percentage of sales for 2001 was approximately 65% compared with 74% for
2000 and 86% for 1999. The improvement in cost of sales in 2001 and 2000 results primarily from cost
reductions and the increase in subcontracts via the Distributor as explained under Revenues. Certain fees,
selling expenses and other customer related expenses in connection with direct sales to customers are not
incurred on Distributor subcontracts. Costs in 1999 were higher than normal as a result of rework costs
on orders for certain customers.

Selling and Administrative Expenses

Selling and general administrative expenses increased by 12% in 2001 over expenses incurred in
2000 largely due to increased employment related charges at the parent company and increased costs
associated with the review of acquisition opportunities.

Selling and general administrative expenses in 2000 increased less than 1% over 1999.
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Research and Development

Research and development costs incurred in 2001 decreased by 5% from 2000 levels as a result of
work load associated with contracts in process during the year,

Research and development costs incurred in 2000 decreased by $0.1 (or 6%) from 1999 levels.
The reduction was also attributable to the work load associated with contracts in process during the year.

Interest Income

Interest income was essentially unchanged in 2001 from 2000. Interest income decreased in 2000
by $0.2 (or 22%) from 1999 levels, principally due to decreased amounts of cash invested.

Enterest Expense

Interest expenses incurred in 2001 increased by approximately 9% compared to the amount
incurred in 2000 largely due to increased borrowings at MECAR.

Interest expense increased in 2000 by $0.4 (or 38%) compared to the amount incurred in 1999,
principally as a result of an increase in borrowings at MECAR via its line of credit.

Other - Net

Other-net results were a $0.3 loss in 2001 and a $0.5 gain in 2000, largely due to foreign currency
transactions at MECAR and the VSK Group.

Pre-Tax Profit From Continuing Operations

Pre-Tax Profit (Loss) By Segment

($ Millions)
2001 2000 1999
MECAR $17.4 $12.7 $(7.7)
VSK 3.5 29 4.2
Corporate and Other 2.1 (0.6) (0.2)

MECAR’s 2001 pre-tax profit was favorably impacted by profits earned on the supplemental
contract described under Trends in Operations. MECAR’s 2000 pre-tax profit increase was largely
attributable to the gross margins generated on incremental revenue. MECAR's 1999 loss resulted
primarily from unanticipated costs to rework products for various customers.

The VSK Group’s pre-tax profit increase in 2001 from its 2000 level was due to increased
operating margins as a result of production efficiencies and lower administrative expenses. The decrease
in 2000 pre-tax profit from 1999 was due to a long-term high margin project which was completed in
1999.

Income Taxes

The effective income tax expense attributable to continuing operations in 2001 and 2000 was
45% and 42%, respectively, primarily due to foreign rate differentials and permanent tax differences.
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The Company reported a $0.5 tax benefit relating to continuing operations in 1999 principally as
a result of the deferred tax benefits of tax loss carryforwards attributable to MECAR's 1999 operating
losses, less Belgium taxes attributable to the VSK Group's 1999 operations and domestic tax expenses.

Net Earnings From Continuing Operations

The Company earned $10.4 profits in 2001 and $8.7 profits in 2000 from continuing operations,
compared with $3.3 loss in 1999.

Discontinued Operations

All results from discontinued operations reported by Allied relate to the operations of BRI and
have been reported net of income tax expense or benefits.

The Company’s 2000 profit of $0.5 from discontinued operations is principally comprised of gain
on the sale of BRI

The Company's loss from discontinued operations of $0.7 in 1999 is from BRI operations.

Impact of Year 2000

Through March 1, 2002, the Company has not experienced any significant problems related to the
Y 2K issue.

Recent Accounting Pronouncements

See Note A to Allied’s consolidated financial statements for a description of recently issued
accounting pronouncements. Except for the elimination of periodic amortization of goodwill and the
substitution therefore of periodic goodwill impairment testing, Allied does not anticipate that any of such
pronouncements will have a material impact on its financial results.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Sensitivity

Allied manages its debt and its available cash considering available investment opportunities and
risks, tax consequences and overall financing strategies.

At year-end 2001, Allied had approximately $5.5 million of fixed-rate indebtedness and
approximately $1.3 million of variable-rate indebtedness. Allied has not entered into any interest rate
swaps or other derivatives with respect to its indebtedness.

Cash available for investment is typically invested in short term funds, which generally mature in
30 days or money-market funds. In general, such funds are not subject to market risk because the interest
paid on such funds fluctuates with the prevailing interest rate. The carrying amounts approximate market
value. It is the Company’s practice to hold these investments to maturity.

Assuming year-end 2001 variable rate debt and cash available for investment, a one percent
change in interest rates would impact net interest income by less than $0.2.
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Exchange Rate Sensitivity

Allied maintains operations in several foreign countries. Virtually all of the Company's revenue
from continuing operations was derived from Allied's operations outside the United States. Accordingly,
exposure exists to potentially adverse movement in foreign currency rates. Allied uses foreign exchange
forward contracts to hedge the risk of change in foreign currency exchange rates associated with some,
but not all, of its contracts in which the expenses for providing services are incurred in currency other
than the functional currency of Allied's foreign subsidiaries or payments on contracts are made by the
customer in another currency. The objective of these contracts is to hedge fixed obligations to reduce the
effect of foreign currency exchange rate fluctuations on Allied's foreign subsidiaries’ operating results.

Additionally, Allied's consolidated financial statements are denominated in U.S. dollars and,
accordingly, changes in the exchange rates between the Allied subsidiaries’ local currency and the U.S.
dollar will affect the translation of such subsidiaries' financial results into U.S. dollars for purposes of
reporting the consolidated financial results. Allied does not hedge these matters because cash-flows from
international operations are generally re-invested locally. It is estimated that a 10% change in foreign
exchange rates would impact reported net earnings by approximately $1.2.

Allied does not use derivative financial instruments for speculative trading purposes, nor does
Allied hedge its foreign currency exposure in a manner that entirely offsets the effects of changes in
foreign exchange rates.

Allied regularly reviews its hedging program and may as part of this review determine at any time
to change its hedging program.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements and supplementary financial information and data required by this Item
are set forth in the pages indicated in Item 14(a)(1) and (2).

See Note U to Allied’s consolidated financial statements for supplementary quarterly financial
data required by this item.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURES

There were no disagreements on any matter of accounting principles, financial statement
disclosure or auditing scope or procedure to be reported under this item.
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PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF ALLIED
Directors
The following are the directors of Allied:

J. H. Binford Peay, Iil, age 61, became a director in April, 2000 and was elected Chairman of the
Board, President and Chief Executive Officer in January, 2001. Since 1997, General Peay has been a
consultant. General Peay retired in 1997 as Commander in Chief, United States Central Command, with
responsibility for operations in some 20 countries throughout Africa, the Middle East, Persian Gulf and
South Asia. Previously, he was Vice Chief of Staff, U.S. Army. General Peay is currently a director of
United Defense Industries, Inc., and a Trustee of the George C. Marshall Foundation, the Virginia
Military Institute Foundation and the National Defense University.

J.R. Sculley, age 61, became a director of Allied in 1991 and currently serves as Chairman
Emeritus. He served as Chairman of the Board and Chief Executive Officer from December, 1992 until
September, 1999; from April 1992 until December 1992 he served as President and Chief Operating
Officer of Allied. Between 1989 and April, 1992, Mr. Sculley was Director of Advanced Studies and
Technologies of Grumman Corporation, a defense company, and, prior thereto, was Assistant Secretary of
the Army {Research, Development and Acquisition).

Clifford C. Christ, age 54, became a director of Allied in 1993. He has been the President and
Chief Executive Officer of NavCom Defense Electronics, Inc., a defense electronics company, since
1988.

Harry H. Warner, age 66, became a director of Allied in early 1996. Throughout the last five
years, Mr. Warner has been a self-employed financial consultant, investor and real estate developer. He is
also a director of Chesapeake Corporation and Virginia Management Investment Corporation.

Ronald H. Griffith, age 63, became a director of Allied in April, 2000. Mr. Griffith is Executive
Vice President and Chief Operating Officer of MPRI, Inc., a professional services company, since 1998.
Formerly, he served as Vice Chief of Staff of the U.S. Army.

Executive Officers

The following are the executive officers of Allied:

J. H. Binford Peay, III was elected Chairman of the Board, President and Chief Executive Officer
of Allied in January, 2001.

John G. Meyer, Jr., age 57, was elected Executive Vice President and Chief Operating Officer in
January, 2001. Mr. Meyer recently retired from the U.S. Army having served as its most senior Public
Affairs Officer for the last four (4) years.

Bruce W. Waddell, age 55, was elected Vice President for Strategic Planning and Corporate
Development in January, 2001. He served as a director of Allied from April, 2000 through mid-January,
2001. Mr. Waddell was most recently President of The Stonebridge Group, Inc., a management
consuliing firm specializing in strategy and business development. He previously held management
positions with Avery Dennison and in General Electric’s defense and lighting businesses.
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Charles A. Hasper, age 47, was elected Treasurer and Chief Financial Officer in August, 2001.
Previously, Mr. Hasper served as a partner in CK Capital Partners, an investment banking firm.

ITEM i11. EXECUTIVE COMPENSATION

Compensation of Directors and Executive Officers.

The following table sets forth information concerning all compensation paid for services rendered
in all capacities to Allied and its subsidiaries during the years ended December 31, 2001, 2000 and 1999,
to the chief executive officer of Allied and to other executive officers of Allied whose total annual salary
and bonus exceeds $100,000:

SUMMARY COMPENSATION TABLE

Long-Term
Compensation
Annual Compensation Awards
Securities

Name and Other Underlying

Principal Annual Options/ All Other

Position Year Salary Bonus Compensation SARs (#) Compensation
J. H. Binford Peay, IlI, 2001 $300,000 $150,000 $67,685' 100,000 $ 86,250°
Chairman of the Board,
President and Chief
Executive Officer since mid-
January, 2001
John G. Meyer, Jr., Executive 2001 £160,000 $76,000° 40,000 $ 21,563°
Vice President and Chief
Operating Officer
Bruce W. Waddell, 2001 $145,000 $69,000° 40,000 $ 21,563°
Vice President for Strategic
Planning and Corporate
Development
Charles A. Hasper, Treasurer 2001 $ 66,667 $48,000° 40,000 $ 22,525¢
and Chief Financial Officer
since August, 2001
W. Glenn Yarborough, Jr., 2001 $200,000° $275,000°
President and Chief 2000 $200,000 $50,000*

Executive Officer until mid- 1999 $200,000
January, 2001

! The Company reimbursed Mr. Peay for the annual premium paid for a $1 million life insurance policy, including
the income tax payable thereon, as required by the terms of his employment agreement.

? Includes a stock grant of approximately $20,000.

3 Mr. Yarborough was paid $200,000 in severance payments in 2001.

* Mr. Yarborough was awarded a bonus of $50,000 for 2000 performance.

5 Mr. Yarborough is entitled to annual consultation payments of $55,000 for the 2002-2006 period.

8 Each of the executives who joined the Company in 2001 were granted stock awards in connection with their
employment agreements.

R
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Options Grants in Last Fiscal Year

The following table contains information concerning the stock option grants made to each of the
Named Executive Officers for the fiscal year ended December 31, 2001.

Potential Realizable
Value at Assumed
Annual Rates of Stock
Price Appreciation for

Individual Grants Option Term !

Number of % of Tctal

Securities Options

Underlying Granted to Exercise or

Options Employees in Base Price Expiration
Name Granted Fiscal Year ($/Sh) Date 5% (8) 10% (%)

J. H. Binford Peay, I1I 100,000 45% £8.63 12/31/10 $542.736  $1,375,400
John G. Meyer, Jr. 40,000 18% $8.63 12/31/05 $95,372 $ 210,748
Bruce W. Waddell 40,000 18% $8.63 12/31/05 $95,372  § 210,748
Charles A. Hasper 40,000 18% $9.01 07/31/06 $97,572 § 220,028

(1) Potential gains are net of exercise price, but before taxes associated with exercise. These amounts represent certain assumed
rates of appreciation only, in accordance with the SEC’s rule. Actual gains, if any, on stock option exercises are dependent
on the future performance of the Common Stock, overall market conditions and the option holders continued employment
through the vesting period. The amounts reflected in this table may not necessarily be achieved.

Agpgregated Options Exercised im Last Fiscal Year and Fiscal Year-End Values

The following tables sets forth information concerning option exercises and option holdings by
each of the Named Executive Officers for the fiscal year ended December 31, 2001.

Shares Number of Securities Underlying/  Value of Unexercised In-the-Money
Acquired on Value Unexercised Options /SARsValue Options/SARs at FY-End (8) "
Name Exercise (#) Realized Exercisable (#) Unexercisable (#) Exercisable Unexercisable
J. H. Binford Peay, 111 - $ - 20,000 80,000 $105,800 $423,200
John G. Meyer, Jr. - $ - 8.000 32,000 $ 42,320 $169.280
Bruce W. Waddell 6,500 $44,668 8,000 32,000 $ 42320 $169,280
Charles A. Hasper - $ - - 40,000 h) - $196,400

(1) Represents the closing price per share of the underlying shares on the last day of the fiscal year less the option exercise price
multiplied by the number of shares. The closing price per share was $13.92 on the last trading day of the fiscal year as
reported on the AMEX.
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Director Compensation

Directors who are employees of Allied receive no additional compensation for serving as a
director.

Each non-employee director (an “Outside Director”) is compensated for service as a director,
including as a member of committees of the Board, at the rate of $1,000 per month; an award of 1,000
shares of Common Stock on each July |; an award as of each July 1 of an option to acquire 6,500 shares
of common stock (commencing in 2000); $1,000 for each Board meeting in excess of four (4) personally
attended during each calendar year; $500 for each committee meeting attended which is not held in
conjunction with a Board meeting; and $250 for each teleconference Board meeting in excess of two (2)
in which a director participates during each calendar year. As Chairman Emeritus, Mr. Sculley is entitled
to an additional $500 per month.

In 1992, the Board of Directors of Allied adopted the Allied Research Corporation Outside
Directors Retirement Plan (the “Directors Retirement Plan”) to provide retirement benefits for long-
standing Outside Directors. Under the Directors Retirement Plan, Outside Directors are eligible for a
retirement benefit if they retire from the Board and have served as a member of the Board for a minimum
of five (5) years. An eligible Outside Director who retires from the Board is entitled to receive,
commencing on the last day of the first month following the month in which the director attains age
seventy (70), monthly payments equal to the monthly cash compensation received from Allied at the time
the director terminated service in such capacity. Such payments will cease upon the earlier of the
expiration of a period of time equivalent to the period of time the director served as a member of the
Board or the death of the director. In the event that a director has breached any fiduciary or legal duty to
Allied, the director will forfeit any right to payment of benefits under the Directors Retirement Plan. The
Directors Retirement Plan is administered by the Board of Directors. The Board of Directors has
determined that no further benefits will accrue under the plan to current or future Qutside Directors.
During 2001, payments of $82,597 were made to former directors of Allied in consideration of their
accrued benefits under the Directors Retirement Plan. The other individuals with accrued benefits under
the Directors Retirement Plan agreed to accept the following consideration in lieu thereof:

Mr. Warner - 3,278 shares of Allied’s stock upon his retirement from the Board.

Mr. Christ - cash benefits as described above following his retirement from the Board.

Mr. Sculley - $9,483 payable in cash commencing when Mr. Sculley reaches age 70.

In 1991, the Board of Directors of Allied adopted the Allied Research Corporation Outside
Directors Stock Option Plan (the “Directors Option Plan™). None of the options granted pursuant to the
Directors Option Plan are intended to qualify as incentive stock options under Sections 422 through 424
of the Internal Revenue Code. Options for an aggregate of 26,000 and 39,000 shares were granted under
the Directors Option Plan in 2001 and 2000, respectively, to Allied’s Outside Directors. The Directors
Option Plan expired in 2001.

In 2001, Mr. Sculley was paid approximately $100,000 in satisfaction of his post-employment
severance entitlement. Mr. Sculley is entitled to annual payments of $80,000 through 2005.

Employment Contract and Change-In-Control Arrangements

In 2001, General Peay and Allied entered into an employment agreement which provides for an
annual salary of $300,000 and the potential to earn an annual bonus up to 50% of the annual salary upon
satisfaction of certain performance standards. Upon certain terminations of Mr. Peay’s employment, he
will be entitled to receive his annual salary, bonus and benefits for a period of up to three (3) years
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following the termination of employment. Further, if the termination of employment occurs within
twelve (12) months of a change of control, the payments may be accelerated into a lump sum payment at
the election of Mr, Peay.

In 2001, Mr. Meyer and Allied entered into an employment agreement which provides for an
annual salary of $160,000 and the potential to earn an annual bonus up to 35% of the annual salary upon
satisfaction of certain performance standards. The annual salary was increased to $200,000 in early 2002.
Upon certain terminations of Mr. Meyer’s employment, he will be entitled to receive his annual salary for
one year following such termination. Further, if the termination of employment occurs within twelve (12)
months of a change of control, the payments may be accelerated into a lump sum payment at the election
of Mr. Meyer.

In 2001, Mr. Waddell and Allied entered into an employment agreement which provides for an
annual salary of $145,000 and the potential to earn an annual bonus up to 35% of the annual salary upon
satisfaction of certain performance standards. The annual salary was increased to $160,000 in early 2002.
Upon certain terminations of Mr. Waddell’s employment, he will be entitled to receive his annual salary
for one year following such termination. Further, if the termination of employment occurs within twelve
(12) months of a change of control, the payments may be accelerated into a lump sum payment at the
election of Mr. Waddell.

In 2001, Mr. Hasper and Allied entered into an employment agreement which provides for an
annual salary of $160,000 and the potential to earn an annual bonus up to 35% of the annual salary upon
satisfaction of certain performance standards. Upon certain terminations of Mr. Hasper’s employment, he
will be entitled to receive his annudl salary for one year following such termination. Further, if the
termination of employment occurs within twelve (12) months of a change of control, the payments may
be accelerated into a lump sum payment at the election of Mr. Hasper.

Mr. Yarborough’s employment with Allied terminated in January, 2001. Mr. Yarborough is
entitled to consulting fees of $55,000 per year through 2006.

Mr. Sculley's employment with Allied terminated in September, 1999. He is entitled to post-
employment payments of $80,000 per year through 2005. Such amounts are subject to acceleration upon
a change of control of Allied.

In June, 2001, the Board of Directors of Allied adopted a new shareholder rights plan (the “Rights
Plan™). The Rights Plan provides each stockholder of record on a dividend distribution one “right” for
each outstanding share of Allied’s common stock. Rights become exercisable at the earlier of ten days
following: (1) a public announcement that an acquirer has purchased or has the right to acquire 15% or
more of Allied’s common stock, or (2) the commencement of a tender offer which would result in an
offeror beneficially owning 15% or more of the outstanding common stock of Allied. All rights held by
an acquirer or offeror expire on the announced acquisition date, and all rights expire at the close of
business on May 31, 2011. Each right entitles a stockholder to acquire at a stated purchase price, 1/100 of
a share of Allied’s preferred stock which carries voting and dividend rights similar to one share of its
common stock. Alternatively, a right holder may elect to purchase for the stated price an equivalent
number of shares of Allied’s common stock {or in certain circumstances, cash, property or other securities
of Allied) at a price per share equal to one-half of the average market price for a specified period. In lieu
of the purchase price, a right holder may elect to acquire one-half of the common stock available under
the second option. The purchase price of the preferred stock fractional amount is subject to adjustment
for certain events as described in the Rights Plan. At the discretion of a majority of the Board and within
a specified time period, Allied may redeem all of the rights at a price of $.01 per right. The Board may
also amend any provisions of the Rights Plan prior to exercise.
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Compensation Committee Interiocks and Insider Participation

The Compensation Committee of Allied consists of Messrs. Harry H. Warner, Ronald H. Griffith
and J. R. Sculley. Mr. Griffith is Executive Vice President of MPRI, Inc. and General Peay previously
served on the Board of Directors of MPRI, Inc. Mr. Sculley was formerly Chairman of the Board and
President of Allied.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT

The following information is furnished with respect to any person who is known to Allied to be
the beneficial owner of more than five percent (5%) of its Common Stock and is based upon the most
recent filings made by the undersigned with the Securities and Exchange Commission:

Name and Address of Amount and Nature of
Title of Class Beneficial Owner Beneficial Ownership Percent of Class'
Common Bricoleur Capital 558,700 10.6%
Management, LLC? Owned directly

12230 El Camino Rd, Ste. 100
San Diego, CA 92130

Common FMR Corp.? 445,000 8.4%
82 Devonshire Street Owned directly
Boston, MA 02109

Common Dimensicnal Fund 356,100 6.7%
Advisors, Inc.* Owned directly
1299 Ocean Ave., 11" Floor
Santa Monica, CA 90401

Common Berno, Gambal & Barbee, Inc.’ 267,200 5.0%
1100 North Glebe Road Owned directly
Suite 1040

Arlington, Virginia 22201

! Based upon 3,157,438 shares of common stock outstanding plus 138,000 shares which may be acquired within sixty (60) days pursuant to
outstanding stock options.

z Bricoleur Capital Management, LLC (“Bricoleur”) filed an amended Schedule 13G with the SEC on February 14, 2002. This Schedule 13G
states that Bricoleur beneficially owned 558,700 shares of Common Stock as of December 31, 2001.

* FMR Corp. and its wholly-owned subsidiary, Fidelity Management & Research Company ("Fidelity"), Edward C. Johnson, 3rd and Abigail P.
Johnson, jointly filed an amended Schedule 13G with the SEC on February 13, 2002. This Schedule 13G states that Fidelity Low-Priced Stock
Fund owned 445,000 shares of Common Stock as of December 31, 2001.

* Dimensional Fund Advisors, Inc. ("Dimensional"), a registered investment advisor, filed an amended Schedule 13G with the SEC on February
12, 2002. This Schedule 13G states that Dimensional is deemed to have beneficial ownership of 356,100 shares, all of which shares are owned
by advisory clients of Dimensional. Dimensional disclaims beneficial ownership of all such shares.

3 Berno, Gambal & Barbee, Inc. (“BGB™) filed a Schedule 13G with the SEC on February 13, 2002. The Schedule 13G states that BGB
beneficially owns 267,200 shares of Common Stock as of December 31, 2001.
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The following information is furnished as of March 1, 2002, with respect to the beneficial
ownership by management of Allied’s Common Stock:

Name and Address of Amount and Nature of

Title of Class Beneficial Owner Beneficia] Ownership Percent of Class'

Common J. H. Binford Peay, III 69,326° 1.3%
Owned directly

Common Harry H. Warner 31,000° *
Owned directly

Common Clifford C. Christ 24,000 *
Owned directly

Common J.R. Sculley 57,400° 1.1%
Owned directly

Common Ronald H. Griffith 15,000° *
Owned directly

Common All executive officers and  241,954* 4.6%

directors as a group (8) Cwned directly

Allied is aware of no arrangement the operation of which may at a subsequent date result in a
change in control of Allied.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

Mr. Sculley’s employment with the Company terminated in September, 1999. During 2001 and
2000, the Company paid Mr. Sculley approximately $100,000 and $194,000, respectively, in satisfaction
of his post-employment severance entitlement. He is entitled to post-employment payments of $80,000
per year through 2005. Such amounts are subject to acceleration upon a change of control of the
Company.

Based upon 5,157,438 shares of common stock outstanding plus 138,000 shares which may be acquired within sixty (60) days pursuant to
outstanding stock options.

Includes stock options for 46,500 shares which may be exercised within sixty (60) days.

Includes stock options for 13,000 shares which may be exercised within sixty (60) days.

Includes stock options for 117,500 shares which may be exercised within sixty (60) days.

Less than 1%

+ hoLaN
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PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON
FORM 8-K

For the purposes of complying with the amendments to the rules governing Form S-8 under the
Securities Act of 1933, the undersigned registrant hereby undertakes as follows, which undertaking shall
be incorporated by reference into Allied’s Registration Statements on Form S-8:

Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be
permitted to directors, officers and controlling persons of the registrant pursuant to the foregoing
provisions, or otherwise, the registrant has been advised that in the opinion of the Securities and
Exchange Commission such indemnification is unenforceable. In the event that a claim for
indemnification against such liabilities (other than the payment by Allied of expenses incurred or paid by
a director, officer or controlling person of the registrant in the successful defense of any action, suit or
proceeding) is asserted by such director, officer or controlling person in connection with the securities
being registered, Allied will, unless in the opinion of its counsel the matter has been settled by controlling
precedent, submit to a court of appropriate jurisdiction the question whether such indemnification by it is
against public policy as expressed in the Act and will be governed by the final adjudication of such issue.

(a)(1) Financial Statements:

Report of Independent Certified Public F-3
Accountants
Consolidated Balance Sheets at December 31, F-4

2001 and 2000

Consolidated Statements of Operations for F-6
each of the three years in the period ended
December 31, 2001

Consolidated Statements of Stockholders’ F-7
Equity for each of the three years in the period

ended December 31, 2001

Consolidated Statements of Cash Flows F-8
for each of the three years in the period

ended December 31, 2001

Notes to Consolidated Financial Statements F-10
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(a)(2) Financial Statement Schedules:
The following financial statement schedules are included in Part IV of this report:

(a)(2)(a) As of December 31, 2001 and 2000 and for the three years ended December 31, 2001:

Schedule I — Condensed
Financial Information of Allied F-34

Schedule I1 — Valuation
and Qualifying Accounts F-37

(a)(3) Exhibits:

Exhibit 3 - Certificate of Incorporation, as amended (Incorporated by reference
from Form 10-K filed in March, 1992); Restated By-Laws (Incorporated by
reference from Form 10-Q filed in July, 1999).

Exhibit 10A - Employment agreement between Allied Research Corporation and
J. H. Binford Peay, III (Incorporated by reference from Form 8-K filed in March,
2002 and Form 8-K filed in August, 2002.)

Exhibit 10B - Employment agreement between Allied Research Corporation and
John G. Meyer, Jr. (Incorporated by reference from Form 8-K filed in March,
2002 and Form 8-K filed in August, 2002.)

Exhibit 10C - Employment agreement between Allied Research Corporation and
Bruce W. Waddell (Incorporated by reference from Form 8-K filed in March,
2002 and Form 8-K filed in August, 2002.)

Exhibit 10D - Employment agreement between Allied Research Corporation and
Charles A. Hasper (Incorporated by reference from Form 8-K filed in August,

2002.)
Exhibit 21 - List of Subsidiaries E-3
Exhibit 23 - Consent of Independent Certified Public Accountants E-4

(b) Reports on Form §-K:

No reports on Form 8-K were filed during the fourth quarter of 2001.

Supplemental Information to be Furnished with Reports Filed Pursuant to Section 15(d) of the
Act by Registrants Which Have Not Registered Securities Pursuant to Section 12 of the Act.

No annual report or proxy material has as yet been sent to Allied’s stockholders, although it is

expected that an annual report and proxy material will be furnished to Allied’s stockholders subsequent to
the filing of this Form 10-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934,
Allied has duly caused this report to be signed on its behalf by the undersigned, thereunto duly

authorized.

Allied Research Corporation

By:

Date: March 21, 2002

/s/ J. H. Binford Peay, III

J. H. Binford Peay, II1,
Chairman of the Board, President
and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of Allied and in the capacities and on the dates indicated.

By:

Date: March 21, 2002

By:

Date: March 21, 2002

Date: March 21, 2002

/s/ John G. Meyer, Jr.
John G. Meyer, Jr,,

Executive Vice President, Chief Operating
Officer

/s/ Charles A. Hasper
Charles A. Hasper,
Treasurer and Chief Financial Officer

ookckogockkokkokok

/s/ 1. R. Sculley
J. R. Sculley, Director

/s/ Clifford C. Christ
Clifford C. Christ, Director
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Date: March 21, 2002

Date: March 21, 2002

Date: March 21, 2002

Allied/Form 10-K 12-01.8

/s/ Harry H. Warner

Harry H. Wamer, Director

/s/ Ronald H. Griffith

Ronald H. Griffith, Director
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REPCRT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
Allied Research Corporation

We have audited the accompanying consolidated balance sheets of Allied Research Corporation and
subsidiaries as of December 31, 2001 and 2000 and the related consolidated statements of operations,
stockholders' equity and cash flows for each of the three years in the period ended December 31, 2001.
These financial statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audits provide a reasonaole
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Allied Research Corporation and subsidiaries as of December 31, 2001
and 2000, and the consolidated results of their operations and their consolidated cash flows for each of the
three years in the period ended December 31, 2001 in conformity with accounting principles generally
accepted in the United States of America.

We have also audited Schedules I and II for each of the three years in the period ended December 31,
2001. In our opinion, these schedules present fairly, in all material respects, the information required to
be set forth therein.

/s/ Grant Thornton LLP

Baltimore, Maryland
February 8, 2002
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Allied Research Corporation

CONSOLIDATED BALANCE SHEETS

December 31,
ASSETS
2001 2000
CURRENT ASSETS
Cash and equivalents $10,921,624 $ 7,570,358
Restricted cash 6,211,977 3,010,253
Accounts and note receivable 19,655,881 18,661,105
Costs and accrued earnings on uncompleted contracts 20,338,227 34,136,421
Inventories 6,190,410 5,910,906
Prepaid and other current assets - _2.902.891 2,996,142
Total current assets 66,221,010 72,285,185
PROPERTY, PLANT AND EQUIPMENT - AT COST
Buildings and improvements 12,266,314 11,905,686
Machinery and equipment 28,745,743 28,460,783
41,012,057 40,366,469
Less accumulated depreciation 29.773.427 29,803,505
11,238,630 10,562,964
Land 1,060,074 1,112,356
12,298,704 11,675,320
OTHER ASSETS
Intangibles, less accumulated amortization of
$2,768,998 in 2001 and $2,538,365 in 2000 7,144,427 3,251,404
Deferred taxes 935,035 285,313
Other assets 184,656 139258
8.264.118 3,675,975
$86,783,832 $87,636,480

The accompanying notes are an integral part of these consolidated financial statements.

F-4




Allied Research Corporation
CONSOLIDATED BALANCE SHEETS - CONTINUED

December 31,

LIABILITIES AND STOCKHOLDERS’ EQUITY

2001 2000
CURRENT LIABILITIES
Notes payable $ 2,478,199 $ 3,699,100
Current maturities of long-term debt 1,255,090 1,079,053
Accounts payable 10,306,055 22,008,658
Accrued liabilities 6,783,641 4,320,612
Customer deposits 2,052,973 5,777,112
Income taxes 2.149.795 502,332
Total current liabilities 25,025,753 37,386,867
LONG-TERM DEBT, less current maturities 3,109,873 3,529,539
CONTINGENCIES AND COMMITMENTS - -
STOCKHOLDERS’ EQUITY
Preferred stock, no par value; authorized, 1,000,000
shares; none issued - -
Common stock, par value, $.10 per share; authorized
10,000,000 shares; issued and outstanding, 5,129,179
in 2001 and 4,812,464 in 2000 512,918 481,246
Capital in excess of par value 17,273,168 13,689,053
Retained earnings 50,672,524 40,305,945
Accumulated other comprehensive loss (9.810.404) 7.756.170)
58.648.206 46,720,074
$86,783,832 $87,636,480

The accompanying notes are an integral part of these consolidated financial statements.
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Allied Research Corporation

CONSOLIDATED STATEMENTS OF OPERATIONS

Years ended December 31,

Revenue

Cost and expenses
Cost of sales
Selling and administrative
Research and development

Operating income (loss)

Other income (deductions)
Interest income
Interest expense
Other - net

Earnings {loss) before discontinued
operation and income taxes

Income tax expense (benefit)
Earnings (loss) from continuing operations
Discontinued operation - engineering and technical segment

NET EARNINGS (LOSS)

Earnings (loss) per share
Basic
Continuing operations
Discontinued operation
Net income (loss)
Diluted
Continuing operations
Discontinued operation
Net income (loss)

Weighted average number of commeon shares:
Basie

Diluted

2001 2000 1999

£96,947,263 $107,742,815 $59,032,607
63,253,073 79,974,464 50,863,772
12,108,778 10,818,384 10,756,462
1,504,262 1,583,071 1,686,008
76.866,113 92.375.919 63,306,242
20,081,150 15,366,896 (4,273,635)
- 644,093 654,504 835,496
(1,666,068) (1,524,098) (1,102,312)
(315,592) 489,392 782,781
(1,337,567) (380,202) 515.965
18,743,583 14,986,694 (3,757,670)
8,377,004 6,281,370 (475.803)
10,366,579 8,705,324 (3,281,867)
- 516,993 (746.414)
$10,366,579 $_ 9,222,317 $.(4,028,281)
$2.11 $1.79 $(.68)

— 1 (16)

$2.11 $1.90 $(.84)
$2.10 $1.79 3(.68)
$2.10 5190 $(.84)
4,905,114 4,844,267 4,818,857
4,947,260 4,246,399 4818857

The accompanying notes are an integral part of these consolidated financial statements.
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Allied Research Corporation

CONSQOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31,

Cash flows from (used in) operating activities
Net earnings (loss) for the year
Adjustments to reconcile net earnings (loss) to net
cash from continuing operating activities
Depreciation and amortization
Gain on sale of substdiary
(Income) loss from discontinued operation
Gain on sale of fixed assets
Deferred income taxes
Provision for estimated losses on contracts
Common stock awards
Changes in assets and liabilities
Accounts receivable
Cost and accrued earnings on
uncompleted contracts
Inventories
Prepaid expenses and other assets
Accounts payable and accrued liabilities
Customer deposits
Income taxes

Net cash provided by (used in) continuing
operating activities

Cash flows from (used in) investing activities
Capital expenditures
Proceeds from sale of discontinued operations
Proceeds from sale of fixed assets
Acquisitions

Net cash used in investing activities

2001 2000 1999
$10366.579 $ 9222317  $ (4,028,281)
2,224,844 2,194,654 2,136,214
- (462,893) ;
- (54,100) 746,414
- - (45,808)
(702,243) 2,390,672 (2,578,217)
(329,691) 539,504 (159,795)
582,310 141,250 447,202
(494,411) (4,913,544) 9,190,965
12,324,767  (20,925,251) 4,098,209
1,002,068 (2,633,890) (609,352)
992,182 (1,485,542) 7,830,017
(10,633,608) 10,640,553 (11,630,667)
(3,489,764) 5,283,474 (14,145,053)
1,688,021 (81,649) (634.944)
3,164,475 (9.366.762) (5.354.815)
13,531,054 (144,445) (9,383,096)
(3,108,281) (3,893,026) (2,256,305)
- 2,822,495 -
129,848 42911 519,866
(556.181) - (924.680)
(3,534,614) (1,027,620) (2,661,119)

The accompanying notes are an integral part of these consolidated financial statements.
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Allied Research Corporation

CONSOLIDATED STATEMENTS CF CASH FLOWS - CONTINUED

Years ended December 31,

2001 2000 1999
Cash flows from (used in) financing activities
Net (decrease) increase in short-term borrowings (1,058,481) 2,864,172 1,286,882
Principal payments on long-term debt (3,883,738) (1,082,419) (982,207)
Proceeds from issuance of long-term debt 1,307,430 1,346,594 153,403
Retirement of common stock - (618,501) (136,536)
Proceeds from stock purchases 586,577 257,139 212,929
Restricted cash and restricted deposits _(3,201.724) 1.497.829 9,505,823
Net cash (used in) provided by
financing activities (6,249,936) 4,264,814 10,040,294
Cash flows provided by discontinued operation - - 493,258
Effects of exchange rates on cash (395.238) (1.490,245) (2,754.139)
Net increase (decrease) in cash
and equivalents 3,351,266 1,602,504 (4,264,802)
Cash and equivalents at beginning of year 7.570.358 5,967,854 10,232.656
Cash and equivalents at end of year $.10921,624 $_7,570,358 $_5,967.854
Supplemental Disclosures of Cash Flow Information:
Cash paid during the year for
Interest $ 1,691,880 $ 1,425,688 $ 1,255,594
Income taxes 6,939,330 6,072,626 1,719,500
Suppiemental of Non-Cash Investing and Financing
Activities:
Non-cash consideration in connection with business
acquisition $ 6,833,311 ) - $ -

The accompanying notes are an integral part of these consolidated financial statements.
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Allied Research Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of significant accounting policies consistently applied in the preparation of the accompanying
consolidated financial statements follows.

Basis of Presentation

The consolidated financial statements of the Company include the accounts of Allied Research Corporation
{Allied), a Delaware corporation, and its wholly-owned subsidiaries, ARC Europe, S. A. (ARC Europe), a Belgian
company, Allied Research Corporation Limited (Limited), an inactive United Kingdom company, and
News/Sports Microwave Rental, Inc. (NS Microwave), a California corporation, which was acquired in a purchase
transaction on December 31, 2001. The operations of a former subsidiary, Barnes & Reinecke, Inc. (BRI), a
Delaware corporation, are classified as discontinued operations.

ARC Europe includes its wholly-owned subsidiaries Mecar S.A. (Mecar), Sedachim, S.I. (Sedachim) and VSK
Electronics N.V. (the VSK Group). The VSK Group is comprised of VSK Electronics N.V. and its wholly-owned
subsidiaries, Tele Technique Generale, S.A., [.D.C.S., N.V., Belgian Automation Units, N.V. and Vigitec S.A.
(Vigitec), which was acquired in a purchase transaction on December 14, 1999. Vigitec’s results of operations for
the period from December 14, 1999 to December 31, 1999 were not significant and Vigitec’s operations were
consolidated effective January 1, 2000.

Significant intercompany transactions have been eliminated in consolidation.

Continuing Business Operations and Segments

During 2001, 80 percent of Allied’s revenues was attributable to the development and production of ammunitions
and weapons systems in Belgium with sales to customers in Asia, the Middle East, the United States and Europe,
and 20 percent of the revenue is attributable to developing, manufacturing, distributing and servicing industrial
security products in Belgium with industrial customers throughout Europe. Allied’s operating subsidiaries are
located in Belgium. On December 31, 2001, Allied purchased a domestic company, NS Microwave. NS
Microwave is a manufacturer and distributor of specialty surveillance and video broadcast equipment and
products. NS Microwave’s operations will be consolidated effective January 1, 2002. A description of the current
business segments and operations of Allied follows.

Corporate

Allied provides management services to its wholly-owned subsidiaries. Allied has no direct domestic operating
assets or business activity. Limited, which was formerly engaged in the marketing of military hardware, is
inactive. ARC Europe has no direct operating assets or business activity and serves as a Belgian holding
company.

Product Sales
Mecar is primarily engaged in the development and production of ammunitions and weapons systems. Mecar
derives substantially all of its revenue, primarily on fixed price contracts, from direct and indirect sales to

foreign governments, including via U.S. Government sponsored foreign military sales contracts and
subcontracts.
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Allied Research Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Security Systems and Services

The VSK Group develops, manufactures, distributes and services an integrated line of industrial security
products, including devices such as building access control, intrusion detection, fire detection and alarm
systems.

Foreign Currency Translation

The assets and liabilities of ARC Europe, Mecar, the VSK Group and Limited are translated into U.S. dollars at
year-end exchange rates. Resulting translation gains and losses are accumulated in a separate component of
stockholders' equity. Income and expense items are converted into U.S. dollars at average rates of exchange
prevailing during the year. Foreign currency transaction gains and losses are credited or charged directly to
operations.

Revenue and Cost Recognition

Revenues under fixed price contracts are recognized on the percentage-of-completion method measured by costs
incurred to total estimated costs at completion. Provision for estimated losses and penalties on contracts are
recorded when identified. Revenues under cost-plus-fixed-fee and time and material contracts are recognized on
the basis of costs incurred during the period plus the fee earned. As contracts extend over one or more years,
revisions in costs and earnings estimated during the course of the work are reflected in the accounting period in
which the facts which require the revision become known.

Costs and accrued profits on uncompleted direct and indirect fixed price contracts with foreign governments and
direct and indirect U.S. Government foreign military sales contracts, which are billable upon completion, are
carried as costs and accrued earnings on uncompleted contracts.

Revenues from the sale of fire and security systems are recognized when the installation is completed, less a
provision for anticipated service costs. Security system maintenance contract revenues are recognized over the

term of the contract on a straight-line basis. Revenues from service work rendered are recorded when performed.

In the normal course of the Company’s business, it does not bill shipping and handling costs to customers.
Shipping and handling costs are included in cost of sales.

Use of Estimates

In preparing financial statements in conformity with accounting principles generally accepted in the United States
of America, management is required to make estimates and assumptions that affect the reported amounts of assets
and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and
revenue and expenses during the reporting period. Actual results could differ from those estimates.

Inventories

Inventories, which consist primarily of raw materials, are stated principally at the lower of cost or market. Cost is
determined principally by the first-in, first-out method.
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Allied Research Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Property, Plant and Equipment

Depreciation is provided for in amounts sufficient to relate the cost of depreciable assets to operations over their
estimated service lives, primarily on a straight-line basis. Accelerated depreciation methods are used for tax
purposes on certain assets. The estimated service lives used in determining depreciation are as follows:

Buildings 20 - 30 years
Machinery and equipment 3 -10 years

Maintenance and repairs are charged to expense as incurred; additions and betterments are capitalized. Upon
retirement or sale, the cost and related accumulated depreciation of the disposed assets are removed and any
resulting gain or loss is credited or charged to operations.

Intangibles

Intangibles represent goodwill and intangibles acquired in connection with businesses acquired and have been
amortized to operations on a straight-line basis over twenty years. The recoverability of carrying values of
intangible assets is evaluated on a recurring basis. The primary indicators are current and forecasted profitability
of the related business, cash flow and management estimates. There have been no adjustments to the carrying
values of intangible assets resulting from these evaluations. Goodwill and intangibles acquired subsequent to June
30, 2001 have not been amortized. ‘

Derivative Financial Instruments

Derivative financial instruments are utilized by the Company to hedge certain sales and purchase contracts. The
Company does not hold or issue derivative financial instruments for trading or speculative purposes.

The Company recognizes the fair value of hedge contracts to which it is a party on its balance sheet. Currency
gains and losses on contracts designated as hedges of foreign currency commitments are deferred and recognized
when the measurement of the related foreign currency transactions are recognized as a component of revenue or
cost of sales in accordance with criteria established by SFAS No. 133 and SFAS No. 138.

Stock-Based Compensation

Compensation costs for stock options is measured as the excess, if any, of the quoted market price of the
Company’s stock at the date of grant over the amount an employee must pay to acquire the stock. Compensation
cost for stock awards is recorded based on the quoted market value of the Company’s stock at the time of grant.

Research and Development

Costs incurred in research and development activities are charged to operations as incurred.

Warranties
The Company grants warranties on certain ammunition products for periods varying from one to five years.

Provision is made for estimated losses arising from warranty claims as incurred. Provision is made for estimated
warranty costs on the sale of security systems at the time of the sale.
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Allied Research Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Income Taxes
Income taxes are provided based on the liability method for financial reporting purposes. Deferred and prepaid
taxes are provided for on temporary differences in the basis of assets and liabilities which are recognized in

different periods for financial and tax reporting purposes.

Earnings Per Common Share

Basic earnings (loss) per share amounts have been computed based on the weighted average number of common
shares outstanding. Diluted earnings (loss) per share reflects the increase in weighted average common shares
outstanding that would result from the assumed exercise of outstanding options, calculated using the treasury stock
method, unless they are anti-dilutive.

Statement of Cash Flows

For purposes of the Statement of Cash Flows, the Company considers all highly liquid debt instruments purchased
with a maturity of three months or less to be cash equivalents.

Reclassifications

Certain items in the 2000 and 1999 financial statements have been reclassified to conform to the current
presentation.

Newly Issued Accounting Standards

On July 20, 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standards (SFAS) 141, Business Combinations, and SFAS 142, Goodwill and Intangible Assets. SFAS 141 is
effective for all business combinations completed after June 30, 2001. SFAS 142 is effective for fiscal years
beginning after December 15, 2001; however, certain provisions of this Statement apply to goodwill and other
intangible assets acquired between July 1, 200! and the effective date of SFAS 142. Major provisions of these
Statements and their effective dates for the Company are:

e All business combinations initiated after June 30, 2001 are required to use the purchase method of
accounting. The pooling of interest method of accounting is prohibited except for transactions initiated before
July 1, 2001.

e Intangible assets acquired in a business combination are required to be recorded separately from goodwill if
they arise from contractual or other legal rights or are separable from the acquired entity and can be sold,
transferred, licensed, rented or exchanged, either individually or as part of a related contract, asset or hability.

e  Goodwill, as well as intangible assets with indefinite lives, acquired after June 30, 2001, will not be
amortized. Effective January 1, 2002, all previously recognized goodwill and intangible assets with indefinite

lives will no longer be subject to amortization.

o All acquired goodwill must be assigned to reporting units for purposes of impairment testing and segment
reporting.
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Allied Research Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Newly Issued Accounting Standards - continued

o  Effective January 1, 2002, goodwill and intangible assets with indefinite lives will be tested for impairment
annually and whenever there is an impairment indicator.

In July, 2001, the FASB issued SFAS No. 143, Accounting for Asset Retirement Obligations. This Statement
addresses financial accounting and reporting for obligations associated with the retirement of tangible long-lived
assets and the associated asset retirement costs. This Statement applies to all entities. It applies to legal
obligations associated with the retirement of long-lived assets that result from the acquisition, construction,
development and (or) the normal operation of a long-lived asset, except for certain obligations of lessees. This
Statement is effective for financial statements issued for fiscal years beginning after June 15, 2002.

In August 2001, the FASB issued SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived
Assets. This statement addresses financial accounting and reporting for the impairment or disposal of long-lived
assets and supersedes FASB Statement No. 121, Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of. The provisions of the statement are effective for financial statements issued
for fiscal years beginning after December 15, 2001.

The Company’s management has not completed its assessment of the impact of these statements, however, it does
expect that a substantial portion of its intangible assets will no longer be amortized.

NOTE B - ACQUISITION
On December 31, 2001, the Company acquired all of the common stock of News/Sports Microwave Rental, Inc.
(NS Microwave) in a transaction accounted for as a purchase. This acquisition was undertaken to provide Allied

with a strong position in a high-growth segment of the North America electronic security market.

The assets acquired are summarized below:

Current assets $2,919,000
Property and equipment 194,000
Intangibles 1,065,000
Goodwill 3.211,000

Assets acquired $7,389,000

The purchase price included cash and expenses of approximately $556,000, shares of Allied Research Corporation
common stock valued at $2,447,000, based on the market price of the shares, a note for $70,000 and the
assumption of $4,316,000 of liabilities.

The allocation of the purchase price will be finalized upon receipt of the final independent appraisal report. It is
anticipated that approximately $760,000 of the purchase price is allocable to intangible assets, including patents,
that will be amortized over a weighted average period of 7.7 years. The residual values of intangibles subject to
amortization are not expected to be significant at this time. Intangibles not subject to amortization, including
goodwill, are approximately $3,516,000.
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Allied Research Corporation

NOTES TO CONSCLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE B - ACQUISITION - Continued

Goodwill arising from this transaction is related to security systems and service segment and is not deductible for
tax purposes. The purchase price is subject to adjustment in the event adjustments are required or certain
contractual provisions are breached.

NS Microwave’s 2001 revenues were approximately $6.2 million and it operated at a small loss, accordingly, pro
forma results of operations have not been presented since they are not material to the Company’s current operating
results.

NOTE C - DISCONTINUED OPERATION

On March 6, 2000, the Company sold the stock of BRI, the engineering and technical segment of its business.
Summarized data relating to the discontinued operation of the engineering and technical segment for the years
ended December 31, 2000 and 1999 are as follows:

2000 1999
Results of operations
Revenue $1,492,501 $11,237,247
Income (loss) before taxes 72,494 (1,155,744)
Income taxes (benefit) 18,394 (409,330)
Net income (loss) 54,100 (746,414)
Net gain (loss) from discontinued operations
Gain on sale, net of taxes $ 462,893 A -
Net income (loss) 54.100 _(746.414)

$_516,993 $_(746,414)

NOTE D - RESTRICTED CASH

Mecar is generally required under the terms of its contracts for direct and indirect sales to foreign governments to
provide performance bonds, advance payment guarantees and letters of credit. The credit facility agreements used
to provide these financial guarantees place restrictions on certain cash deposits and other liens on Mecar's assets.
VSK has also pledged certain term deposits to secure outstanding bank guarantees.

Restricted cash of $6,211,977 and $3,010,253 included in current assets at December 31, 2001 and 2000,
respectively, was restricted or pledged as collateral for these agreements and other obligations.
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Allied Research Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE E - ACCOUNTS AND NOTE RECEIVABLE

Accounts and note receivable at December 31 are comprised as follows:

2001 2000
Direct and indirect receivables from foreign governments $10,198,834 $ 9,409,943
Commercial and other receivables, less allowance for doubtful
receivables of $106,601 in 2001 and $153,840 in 2000 9.457.047 9,251,162

$19,655,881 $18,661,105

Included in commercial and other receivables at December 31, 2000 was a $900,000 note receivable bearing
interest at 6.5% arising from the sale of BRI. The note was paid in full at maturity in September 2001.

NOTE F - PREPAID EXPENSES

Advance payments on contracts in process in 2001 and 2000 of approximately $1,000,440 and $1,061,185,
respectively, were included in prepaid expenses.

NOTE G - CREDIT FACILITY

The Company is obligated under various credit agreements (the Agreements) with its foreign banks and its foreign
banking syndicate that provide credit facilities primarily for letters of credit, bank guarantees, performance bonds
and similar instruments required for specific sales contracts. The Agreements provide for certain bank charges
and fees as the line is used, plus fees of 2% of guarantees issued and annual fees of 1.25% base on letters of credit
and guarantees outstanding. These fees are charged to interest expense. As of December 31, 2001, guarantees and
performance bonds of approximately $18 million remain outstanding.

Advances under the Agreements are secured by restricted cash of approximately $6.2 million at December 31,
2001. Amounts outstanding are also collateralized by the letters of credit received under the contracts financed,
and a pledge of approximately $24 million on Mecar's assets. Certain Agreements provide for restrictions on
payments or transfers to Allied and Limited for management fees, intercompany loans, loan payments, the
maintenance of certain net worth levels and other provisions.

Mecar also had a line-of-credit for working capital of approximately $9.2 million at December 31, 2000, that was
paid in full at maturity in February 2001.

NOTE H - ACCRUED LOSSES ON CONTRACTS
The Company provided for accrued losses of $382,385 at December 31, 2001 in connection with the completion

of certain contracts in progress. These contracts are scheduled to be completed in 2002. Accrued contract losses
at December 2000 were $712,076. These amounts are included in accrued expenses.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE [ - LONG-TERM DEBT

Long-term obligations as of December 31 consist of the following:

2001 2000
Mortgage loan agreements $1,547,279 $2,098,458
Other 2.817.684 2,510,134
4,364,963 4,608,592
Less current maturities 1,255,090 1,079,053

$3,109,873 $3,529,539

Mortgage Loan Agreements

The Company entered into a mortgage loan agreement in 1986, which was amended in 1994, to partially finance
the construction of Mecar’s manufacturing and administration facilities in Belgium, that had a balance due of
$1,251,912 at December 31, 2001. The loan matures in January, 2004. As amended, the loan 1s payable in
annual principal installments of $550,000. The loan bears interest at rates ranging from 5.60% to 6.95% per year,
is collateralized by a mortgage on the Company's real estate and includes a prepayment penalty. The Company is
also obligated on several mortgages on the VSK Group’s buildings which have a total balance due of $295,367 at
December 31, 2001. The mortgages mature at various dates through 2005 in annual installments of approximately
$39,000, plus interest at rates ranging from 3.9% to 4.5% per year.

Other
The Company is also obligated on various vehicle, equipment, capital lease obligations and other loans. The notes
and leases are generally secured by the assets acquired, bear interest at rates ranging from 3.50% to 8.00% and

mature at various dates through 2006.

Scheduled annual maturities of long-term obligations as of December 31, 2001 are as follows:

Year Amount

2002 $1,255,090
2003 2,344,170
2004 583,416
2005 41,437
2006 42,198

NOTE J - BENEFIT PLANS

The Company instituted a simplified employee pension plan in 2000 for its domestic staff. Contributions to the
plan in 2001 and 2000 were approximately $104,000 and $78,000, respectively.

In June 1992, the Board of Directors adopted the Allied Research Corporate Qutside Directors Retirement Plan.
Future benefits under this plan were terminated during 2000. The net present value of benefits payable to
currently eligible directors has been previously accrued and reflected as a charge to earnings.

Under the terms of labor agreements at its Belgian subsidiaries, the Company contributes to certain governmental

and labor organization employee benefit and retirement programs.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE K - CONTINGENCIES AND COMMITMENTS

U.S. Government contracts and subcontracts are by their terms subject to termination by the Government or the
prime contractor either for convenience or for default.

Mecar recognizes revenues under fixed price contracts using the percentage of completion method. Estimates of
total costs at completion are used to determine the amount of revenue earned. The actual costs on these contracts
may differ from the Company’s estimate at completion.

U.S. Government sponsored foreign military sales contracts are subject to U.S. Government review. It is not
anticipated that adjustments, if any, with respect to determination of costs under these direct contracts or
subcontracts will have a material effect on the Company's consolidated results of operations or financial position.

The Company enters into foreign exchange contracts in the normal course of business primarily to hedge certain
sales and purchase contracts. These contracts typically mature within twelve months, and forward exchange gains
and losses are recognized upon final maturity or at the time the related foreign currency transaction is recognized.
Contracts with a notional amount of $32 million were outstanding as of December 31, 2001 ($37.8 million at
December 31, 2000).

In connection with its commitment to provide management services to its subsidiaries, the Company has entered
into consulting and employment agreements with certain management personnel for these subsidiaries. The
Company has also entered into employment agreements and consulting agreements with certain domestic
management personnel. Certain of these agreements provide for severance payments in the events of termination
under certain conditions.

In connection with the sale of BRI, the Company has agreed to indemnify the purchaser of BRI’s stock in the
event the purchaser suffers losses as a result of breaches of representations and warranties made by the Company
in the sales agreement. The agreement to indemnify is subject to various conditions and limitations.

The Company leases domestic office space and equipment under operating leases which expire at various dates
through 2007. Certain leases also include escalation provisions for taxes and operating costs. The following is a
schedule by year of base rentals due on operating leases that have initial or remaining lease terms in excess of one
year as of December 31, 2001:

Year Amount
2002 $123,611
2003 120,000
2004 120,000
2005 120,000
2006 120,000
Thereafter 120,000

Total rental expense charged to operations approximated $136,000, $137,000 and $122,000, for the years ended
December 31, 2001, 2000 and 1999, respectively.

The Company's domestic operations do not provide post employment benefits to its employees. Under Belgian
labor provisions, the Company may be obligated for future severance costs for its employees. The Company has
provided for known severance costs related to its workforce reductions. After giving effect to prior workforce
reductions, current workloads, expected levels of future operations, severance policies and future severance costs,
post employment benefits are not expected to be material to the Company’s financial position.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE L - FAIR VALUE OF FINANCIAL INSTRUMENTS

At December 31, 2001 and 2000, the Company’s financial instruments include cash, cash equivalents, receivables,
accounts payable, borrowings, forward exchange contracts, guarantees and performance bonds. The face value of
cash, cash equivalents, receivables and payables approximate their carrying values because of the short-term
nature of the instruments. The estimated fair value of the other financial instruments and off-balance-sheet credit
obligations are as follows:

2001 2000
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Notes payable and long-term debt, including
current maturities $6,843,162 $ 6,843,162 $8,307,692 $ 8,307,692
Foreign exchange contracts 945,786 945,786 - 37,800,000
Off-balance-sheet instruments
Guarantees and performance bonds - 18,000,000 - 23,711,000
Standby letters of credit - 380,000 - 242,000

The following methods and assumptions were used to estimate the fair value of each class of financial instruments
for which it is practicable to estimate that value.

¢ The fair value of notes payable and long-term debt is estimated based on approximate market prices for the
same or similar issues or the current rates offered to the Company for debt of the same remaining maturities.
The Company believes the aggregate carrying value approximates fair value.

o The fair value of foreign exchange contracts are based on quoted market prices for the same or similar
instruments in 2001; the national covenant of the contracts in 2000 were used prior to the implementation of
SFAS 133.

o Estimated fair values for off-balance-sheet instruments, which include performance bonds and advance
payment guarantees are reflected at the face value of these obligations, since management does not expect to
have any claims against these obligations based on its past experience.

NCOTE M - DERIVATIVE FINANCIAL INSTRUMENTS

In the first quarter of the current calendar year, the Company adopted Statement of Financial Accounting Standards
No. 133, “Accounting for Derivative Instruments and Hedging Activities” (SFAS 133), which establishes accounting
and reporting standards for derivative instruments, including certain derivative instruments embedded in other
contracts, and for hedging activities. SFAS 133 requires that an entity recognize all derivatives as either assets or
liabilities in the statement of financial position and measure those instruments at fair value. The accounting for the
changes in the fair value of the derivative depends on the intended use of the derivative and the resulting designation.

The Company designates its derivatives based upon the criteria established by SFAS 133. For a derivative
designated as a fair value hedge, the gain or loss is recognized in earnings in the period of change together with
the offsetting loss or gain on the risk being hedged. For a derivative designated as a cash flow hedge, the effective
portion of the derivative’s gain or loss is initially reported as a component of accumulated other comprehensive
income (loss) and is subsequently reclassified to earnings when the hedge exposure effects earnings. The
ineffective portion of the hedge is reported in earnings immediately.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE M - DERIVATIVE FINANCIAL INSTRUMENTS - Continued

The Company uses derivatives to manage exposures to foreign currency exchange rate risks. The objective is to
reduce the volatility of earnings and cash flows associated with changes in foreign currency exchange rates.

The Company uses foreign currency future contracts to minimize the foreign currency exposures that arise from
sales contracts with certain foreign customers and certain costs associated with these contracts. Under the terms of
these sales contracts, the selling price and certain costs are payable in U.S. dollars rather than the Euro, which is
Mecar’s functional currency. These futures contracts are designated as fair value hedges since they are designed
to lock in the net Euros that will be realized when the amounts due under the sales agreement are received. As a
matter of policy, the Company does not enter into speculative hedge contracts or use other derivative financial
instruments.

As of December 31, 2001 futures contracts designated as fair value hedges with a $32 million notional amount
were outstanding and the fair value of these contracts was $945,786. The Company estimates the fair value of
outstanding hedge contracts based on quotes obtained from the counterparties to the derivative contracts. The
Company recognizes the fair value of hedge contracts that expire in less than one year as current assets or liabilities.
Those that expire in more than one year are recognized as long-term assets or liabilities.

The adoption of SFAS 133 did not have a material impact on the Company’s operating results. Gains and losses
from settlements of derivative contracts are reported as a component of other income. Net changes in the fair value
of derivative contracts prior to settlement are also reported as a component of other income. There were no net gains
or losses realized during the year ended December 31, 2001 from hedge ineffectiveness, from firm commitments
that no longer qualifies as fair value hedges, nor were any amounts excluded from the assessment of hedge
effectiveness.

The Company’s foreign exchange forward and option contracts expose the Company to credit risks to the extent
that the counter parties may be unable to meet the terms of the agreement. The company minimizes such risk by
using major financial institutions as its counterparties. Management does not expect any material loss as result of
default by counterparties.

NOTE N - CAPITAL STOCK

During 1998, the Board of Directors authorized the repurchase of up to 200,000 shares of the Company's common
stock. During 2000 and 1999, 75,688 and 22,600 shares were reacquired and retired, respectively. No shares
were reacquired in 2001.

The Company may grant stock options, appreciation rights, incentive options, performance shares and other
awards to key executives, management, directors and employees under various plans at prices equal to or in excess
of the market price at the date of the grant. The options for common shares generally are exercisable over a five to
ten year period and expire ten years from the date of grant. At December 31, 2001, options to acquire 286,000
shares of the Company's common stock were outstanding and 478,492 shares were reserved for future issuance
under the following plans:
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE N - CAPITAL STOCK - Continued

2001 Equity Incentive Plan

During 2001, the Board of Directors and shareholders approved and reserved 240,000 shares of common stock for
awards to key employees of the Company and its subsidiaries. The plan authorized the Compensation Committee
of the Board of Directors to grant stock options, stock appreciation rights, restricted stock, performance shares and
cash awards. Each type of grant places certain requirements and restrictions upon the Company and grantee. In
2001, options to acquire 135,496 shares were granted and 1,800 shares were also awarded under the plan. The
plan expires in December 2010.

1997 Incentive Stock Plan

During 1997, the Board of Directors and shareholders approved and reserved 225,000 shares of common stock for
awards to key employees of the Company and its subsidiaries in the form of stock options and stock awards. The
Plan is administered by the Compensation Committee of the Board of Directors, and employees of the Company
and its subsidiaries who are deemed to be key employees by the Committee are eligible for awards under the Plan.
At December 31, 2001, a total of 223,600 options and shares had been issued under the plan, including 98,104 and
10,000 shares in 2001 and 2000, respectively.

1992 Allied Research Corporation Emplovee Stock Purchase Plan

During 1993, the Board of Directors and shareholders approved and reserved 525,000 shares for the plan. The
plan is voluntary and substantially all full-time employees are eligible to participate through payroll deductions.
The purchase price of each share is equal to 85% of the closing price of the common stock at the end of each
calendar quarter. The Plan is subject to certain restrictions and the Board may amend or terminate it at any time.
During 2001, 2000 and 1999 - 38,538, 16,930 and 31,548 shares, respectively were issued under the Plan and
$48,410, $21,822 and $29,570 was charged to operations, respectively. A total of 160,012 shares have been
issued under the Plan.

1988 Incentive Compensation Plan

The Company reserved 410,900 shares of common stock for key employees of the Company and its subsidiaries.
The plan permitted grants through 1998, authorized the Board to grant incentive stock options, non-statutory stock
options, stock appreciation rights, stock awards, restricted stock, performance stock rights and cash awards. Each
type of grant places certain requirements and restrictions upon the Company and grantee. As of December 31,
2001, ali options granted have been exercised or expired.

1984 Incentive Stock Option Plan

The Company reserved 315,000 shares of common stock for key employees of the Company and its subsidiaries.
The plan permitted option grants through March 31, 1994. In March 1994, the Company granted options to two
officers and sixteen employees to purchase 217,500 shares at $8.25 per share. These options expire in 2004. At
December 31, 2001, options for 20,500 shares remain outstanding.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE N - CAPITAL STOCK - Centinued

1993 Allied Research Corporation Qutside Directors Compensation Plan

During 1993, the Board of Directors and shareholders approved a plan whereby each director is entitled to receive
a cash payment of $1,000 per month, and an annual grant of 1,000 shares of the Company's common stock while
serving as a board member. The Company has reserved 52,400 shares of common stock for the plan which is
subject to certain restrictions. The plan will terminate upon the earlier of issuance of all reserved common shares
or December 31, 2003. In 2001, 2000 and 1999, the Company granted 4,000, 7,000 and 4,000 shares of common
stock subject to the plan and charged $32,360, $52,500 and $24,500, respectively, to operations. To date a total of
43,000 shares were issued under the Plan.

1991 Qutside Directors Stock Option Plan

During 1991, the Board of Directors and shareholders approved and reserved 208,000 shares of common stock for
the plan. Through 1996, the Company granted options to purchase a total of 115,000 shares all of which have
been exercised. During 2001 and 2000, the Company granted options to purchase a total of 26,000 shares and
39,000 shares, respectively, at $8.00 and $7.88 per share. This plan expired in 2001, therefore no further grants
can be made. At December 31, 2001, options for 45,500 shares remained outstanding,.

Other
Stock grants for 52,000 and 48,746 shares of the Company's common stock were made to various employees
during 2001 and 1999, respectively. These shares were issued outside of any existing plan and their value of

$416,000 and $487,460, respectively, was charged to operations.

Preferred Share Purchase Rights Agreement

The Board of Directors has adopted a new Preferred Stock Purchase Rights Agreement in 2001. The Agreement
provides each stockholder of record a dividend distribution of one "right" for each outstanding share of common
stock. Rights become exercisable the earlier of ten days following: (1) a public announcement that an acquiring
person has purchased or has the right to acquire 15% or more of the Company's common stock, or (2) the
commencement of a tender offer which would result in an offeror beneficially owning 15% or more of the
outstanding common stock. All rights held by an acquiring person or offeror expire on the announced acquisition
date and all rights expire at the close of business on May 31, 2011.

Each right under the Preferred Share Purchase Rights Agreement entitles a stockholder to acquire at a purchase
price of $50, one-hundredth of a share of preferred stock which carries voting and dividend rights similar to one
share of common stock. Alternatively, a right holder may elect to purchase for $50 an equivalent number of
common shares (or in certain circumstances, cash, property or other securities of the Company) at a price per share
equal to one-half of the average market price for a specified period. In lieu of the purchase price, a right holder
may elect to acquire one-half of the common shares available under the second option. The purchase price and the
preferred share fractional amount are subject to adjustment for certain events as described in the Agreement.

Rights also entitle the holder to receive a specified number of shares of an acquiring company's common stock in
the event that the Company is not the surviving corporation in a merger or if 50% or more of the Company's assets
are sold or transferred.

At the discretion of a majority of the Board and within a specified time period, the Company may redeem all of
the rights at a price of $.01 per right. The Board may also amend any provision of the Agreement prior to exercise
of the rights.
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NOTE N - CAPITAL STOCK - Continued

The following table summarizes option activity:

Options outstanding at beginning of year
Options granted

Options exercised

Options forfeited

Options expired

Options outstanding at end of year

Option price range at end of year

Option price range for exercised shares

Options exercisable at end of year

Weighted-average fair value of options,
granted during the year

2001 2000 1999
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
62,000 $7.83 50,750 $7.72 127,350 $7.49
246,000 8.63 39,000 7.88 - -
(22,000) 7.45 (17,500) 7.35 (4,200) 3.75
B - - - (56,000} 8.25
- - (10,250) 8.25 (16,400) 513
286,000 $8.54 62,000 $72.83 20,750 $1.12
$7.88 $3.75 $3.75
to to to
$9.01 $8.25 $8.25
$3.75 $3.75 $3.75
to to
$8.00 $8.25
102,000 62,000 50,750
$3.03 $3.57 -

The following table summarizes options outstanding at December 31, 2001:

Number
Outstanding Exercise Prices
45,000 $7.88 to $8.00
200,500 $8.25to $8.63
40,000 $9.01

Weighted Average
._Exercise Prices

$7.93
$8.29
$9.01

Weighted Average
Remaining
Contractual Life

3.89
6.31
4.58

The fair value of each option grant is estimated on the date of grant using the Black-Scholes options pricing
model. The weighted average assumptions used in the model were as follows.

Risk free interest rate

Expected volatility rate

Expected lives - years
Divided yield

There were no options granted in 1999.

2001 2000
4.54% 6.46%
40.00%  60.00%
3 3
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NOTE N - CAPITAL STOCK - Centinued

The following table presents the pro forma decrease in income or increase in lass that would have been recorded
had the fair values of options granted been recognized as compensation expense on a straight-line basis over the
vesting period of the grant:

2001 2000 1999
Pro forma
Net earnings decrease $142,062 $85.459 $46,503
Earmings per share decrease
Basic .03 .02 01
Diluted 03 .02 01

The pro forma amounts may not be representative of future amounts since the estimated fair value of stock options
is amortized to expense over the vesting period, and additional options may be granted in future periods.

NOTE O - MAJOR CUSTOMERS

The Company derives the majority of its revenues directly or indirectly from foreign governments (some of which
are through the U.S. government via the Foreign Military Sales program), primarily on fixed price contracts.
Direct and indirect sales to two agencies of The Kingdom of Saudi Arabia and Belgium accounted for
approximately 47%, 30% and 1% of revenue in 2001, 54%, 23% and 4% of revenue in 2000 and 26%, 27% and
6% of revenue in 1999,

NOTE P - CONCENTRATIONS OF CREDIT RISK

Financial instruments and related items which potentially subject the Company to concentrations of credit risk
consist principally of temporary cash investments, trade receivables and costs and accrued earnings on
uncompleted contracts. The Company places its temporary cash investments with high credit quality financial
institutions. Credit risk with respect to trade receivables and costs and accrued earnings on uncompleted contracts
are concentrated due to the nature of the Company's customer base. The Company generally receives guarantees
and letters of credit from its foreign customers and performs ongoing credit evaluations of its other customers’
financial condition. The Company's provision for doubtful accounts for 2001 and 2000 was not significant.

The majority of ammunition sales are to or for the benefit of two agencies of The Kingdom of Saudi Arabia and
other foreign governments. Mecar’s ammunition sales in any given period and its backlog at any particular time
may be significantly influenced by one or a few large orders. In addition, the production period required to fill
most orders ranges from several months to a year. Accordingly, Mecar’s business is dependent upon its ability to
obtain such large orders and the required financing for these orders. As of December 31, 2001 and 2000, backlog
orders, believed to be firm, from continuing operations, approximated $56.0 and $63.5 million, respectively.

Amounts in foreign banks at December 31, 2001 and 2000 were approximately $14.4 million and $9.1 million,
respectively. Changes in the value of the U.S. dollar and other currencies affect the Company’s financial position
and results of operations since the Company has assets and operations in Belgium and sells its products on a
worldwide basis.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE Q - OTHER - NET

Other income and (expense) included in the Company's consolidated statements of operations is comprised as
follows:

2001 2000 1999
Net currency transaction (losses) gains $(436,612) $(42,183) $664,042
Miscellaneous - net 121,020 531,575 118,739

$(315,592) $489.392 $782,781

NOTE R - INCOME TAXES

The Company recognizes deferred tax liabilities and assets for the expected future tax consequences of events that
have been included in the financial statements or tax returns. Under this method, deferred tax liabilities and assets
are determined based on the difference between the financial statement and tax basis of assets and liabilities using
enacted tax rates in effect for the year in which the differences are expected to reverse.

Earnings (loss) from continuing operations before income taxes is comprised as follows:

2001 2000 1999
Domestic $(1,975,063) $ (572,025) $ (334,165)
Foreign 20,718,646 15558719  (3.423,505)

$18,743.583  $14.986,694  $(3,757,670)

The Company's provision for income taxes is comprised as follows:

2001 2000 1999
Currently (refundable) payable

Domestic $ 158,644 § (36,379) $ 448,206

Foreign 8.920.896 3.677,622 1436918

9,079,540 3,641,243 1,885,124
Deferred - net (702.536) 2,640,127 (2.360.927)
Total attributable to continuing operations 8,377,004 6,281,370 (475,803)
Taxes related to discontinued operation - 18,394 (409,330)
Total tax provision $8,377,004 $6,299,764  $_.(885,133)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE R - INCOME TAXES - Continued

The Company's provision for income taxes differs from the anticipated United States federal statutory rate.
Differences between the statutory rate and the Company's provision are as follows:

2001 2000 1999
Taxes at statutory rate 340 % 34.0 % (34.0)%
Foreign tax rate differential 6.8 6.3 (5.8)
Permanent differences 2.8 - -
Amortization of intangibles 3 1.1 13.8
Deemed dividend - - 11.2
Other _.8 0.9) (3.2)
Income taxes 44.7 % 40.5 % (18.0)%

In 1999, the Company recognized the tax benefits of Mecar’s net operating loss in the fourth quarter, when it
became likely that it would realize the benefits of such losses in future periods, as a result of new contract awards
in the latter part of 1999. These benefits were partially offset by taxes related to an intercompany dividend.

Foreign loss carryforwards of $6.6 million were utilized in 2000 for tax reporting purposes.

Foreign tax credit carryforwards of approximately $374,000 were available at December 31, 2001, which expire at
various dates through 2004.

Deferred tax liabilities have not been recognized for basis differences related to investments in the Company's
Belgian and United Kingdom subsidiaries. These differences, which consist primarily of unremitted earnings
intended to be indefinitely reinvested, aggregated approximately $46 million at December 31, 2001.
Determination of the amount of unrecognized deferred tax liabilities attributable to these unremitted earnings is
not practicable.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE R - INCOME TAXES - Continued

Deferred taxes at December 31, 2001 and 2000 are comprised as follows:

Current deferred tax asset
Deferred compensation
Net unrealized exchange loss

Noncurrent deferred tax asset (liability)
Foreign tax credit carryforwards
Foreign and domestic net operating loss carryforwards
Depreciation and amortization
Deferred compensation
Deferred income
Valuation adjustments
Other

Noncurrent deferred tax asset
Valuation allowance
Total deferred tax asset before valuation allowance

Net deferred tax asset

Deferred tax components are included in the following balance sheet accounts:

Prepaid expenses and other current assets
Noncurrent deferred tax asset
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2001 2000
$ 64,032 $ -
(11.540) -
52,492 -
270,661 288,399
942,812 .
21,069 207,871

- 199,588
(199,988) (120,772)
171,142 .
- (1.374)
1,205,696 573,712
(270.661) (288.399)
935,035 285,313
$_987,527 $285313
2001 2000
$ 52,492 $ -
935.035 285313
$987,527 $285,313
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NQTE S - EARNINGS PER COMMON SHARE

The average outstanding shares and dilutive stock options used in the basic and diluted earnings per share (EPS)

computations are as follows:

2001 2000 1999
Income from Loss from Income from
continuing continuing  Discontinued continuing  Discontinued
operations Net income _operation operation Net loss operations operation Net income
Basic EPS
Weighted average number
of common shares
outstanding 4,905,114 4905114 4,844,267 4,844,267 4,844,267 4,818,857 4.818.857 4,818,857
Diluted EPS
Weighted average number
of common shares
outstanding 4,905,114 4,905,114 4,844,267 4,844,267 4,844,267 4,818,857 4,818,857 4818.857
Effect of dilutive .
securities - stock options 42,147 42,147 2,132 2,132 2,132 - - -
Adjusted weighted average
number of common
shares outstanding 4,947,260 4.947.260  4.846.399  4.846,399 4.846,399  4,818.857 4,818,857  4.818.857

The incremental shares from assumed conversions of options, totaling 20,500 and 44,750 in 2000 and 1999,
respectively, are not included in computing the diluted per share amounts, since inclusion of such shares would be

anti-dilutive.

NOTE T - GEOGRAPHIC AREAS AND INDUSTRY SEGMENTS

The Company currently operates in two principal segments: Product sales (Mecar), and Security Systems and
Services (The VSK Group). Product sales includes the production of ammunitions, weapons systems and
ordnance products systems integration. Security Systems and Services includes sales and services to industrial
and institutional customers of protection, fire and access control systems and services and the assets of NS
Microwave acquired on December 31, 2001. Corporate costs are allocated to each segment's operations monthly

and are included in the measure of each segments profit or loss.

corporate costs and Limited’s costs.
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NOTE T - GEOGRAPHIC AREAS AND INDUSTRY SEGMENTS - Continued
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The Company's foreign operations are conducted by Mecar and the VSK Group.
2001 2000 1999
Revenues from external customers, from
continuing operations
Product Sales $77,071,290 $ 87,610,826 $38,575,416
Security Systems and Service 19,875,973 20.131.989 20.457.191
$96,947.263  $107,742,815 $59,032,607
Interest expense
Product Sales $ 1,574,002  § 1,411,723 $ 795,630
Security Systems and Service 91,911 112,184 130,535
Corporate and Other 155 191 176.147
$_1,666,068 $__1,524,098 $_1,102312
Enterest income
Product Sales $ 321,853 § 283,745 $ 471,925
Security Systems and Service 184,742 130,196 104,787
Corporate and Other 137,498 240,563 258,784
$__ 644,093 § 654,504 $__ 835,496
Income tax expense (benefit)
Product Sales § 7,347,311 § 5,180,113 $(2,447,046)
Security Systems and Service 1,431,554 1,270,993 1,645,356
Corporate and Other (401.861) (169.736) 325.887
$.8,377,004 §_ 6,281,370 $__(475,803)
Depreciation and amortization
Product Sales $ 1,297,356 § 1,449,062 $ 1,520,183
Security Systems and Service 912,879 732,928 611,482
Corporate and Other 14,609 12,664 4,549
$.2,224844 5__2,194,654 $ 2,136,214
Segment profit (loss), from continuing
operations before taxes -
Product Sales $17,378,954  § 12,703,260 $(7,743,149)
Security Systems and Service 3,497,515 2,855,459 4,172,136
Corporate and Other (2,132,886) (572.,025) (186,657)
$18,743,583  $_14,986,694 $(3,757,670)




Allied Research Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE T - GEOGRAPHIC AREAS AND INDUSTRY SEGMENTS - Continued

2001 2000 1999
Segment assets
Product Sales $59,264,836 $68,125,248 $40,499,173
Security Systems and Service 25,797,810 16,458,039 13,116,269
Corporate and Other " 1,721,186 3,053,193 2,316,845
Total reportable segments 86,783,832 87,636,480 55,932,287
Discontinued operations - - 4.198.644
$86,783.832 $87,636,480 $60,130,931
Expenditure for segment assets
Product Sales § 2,170,480 $ 2,840,971 $ 1,685,305
Security Systems and Service 937,801 1,013,477 571,000
Corporate and Other - 38,578 -
53108281  $.3.893,026  $_2.256,305

' Net of intersegment receivables.

The following geographic area data includes trade revenues based on customer location and assets based on

physical location.

Geographic Segment Data

2001 2000 1999

Revenues from external customers
Saudi Arabia $57,111,737  $ 45,688,844 $19,864,608
United States ¥ 1,548,402 25,726,688 13,632,279
Belgium 15,117,143 19,771,275 18,272,388
Canada (¥ 15,522,751 11,320,304 -
France 3,467,574 3,069,015 4,116,046
Other foreign countries 4,179.656 2,166,689 3,147,286

$96,947,263  $107,742,815 $59,032,6Q7

W Foreign military sales for the benefit of Saudi Arabia.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE T - GEOGRAPHIC AREAS AND INDUSTRY SEGMENTS - Continued

Geographic Segment Data

2001 2000 1999
Segment assets
Belgium $74,528,030 $84,583,288 $53,615,442
United Kingdom 3,411 185,326 256,652
United States " 12,252,391 2,867,866 2,060,193
Total reportable segments 86,783,832 87,636,480 55,932,287
Discontinued operation - - 4,198,644

$86,783,832 387,636,480  $60,130,93]

D Net of intersegment receivables and investments.

2001 2000 1999
Property and equipment
Belgium $12,067,047 $11,623,114 $10,234,423
United States 231,657 52,206 27,293

$12,298,704 $11.675320 $10,261.716

NOTE U - QUARTERLY FINANCIAL DATA (UNAUDITED)

(Amounts in thousands, except per share data)

First Second Third Fourth Total
2001 Quarter _Quarter Quarter Quarter For Year
Revenue $17,010 $25,837 $26,847  $27,253 $96,947
Gross profit 4,988 7,410 10,043 11,253 33,694
Earnings from continuing operations 1,143 2,022 3,203 3,999 10,367
Net earnings 1,143 2,022 3,203 3,999 10,367
Per share data:
Basic
Continuing operations $.23 $.41 $.65 $.82 $2.11
Diluted
Continuing operations $.23 $.41 5.65 3.81 $2.10
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

NOTE U - QUARTERLY FINANCIAL DATA (UNAUDITED) - Continued

2000

(Amounts in thousands, except per share data)

First

Quarter

Revenue

Gross profit

Earnings from continuing operations
Discontinued operation

Net earnings

Per share data:
Basic
Continuing operations
Discontinued operation

Net income
Diluted
Continuing operations

Discontinued operation

Net income

$23,474
4,517
967

485
1,452
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Second

Quarter

$28,548
4,920
1,448
32
1,480

Third Fourth Total
Quarter Quarter For Year
$25,308 $30,413 $107,743
8,128 10,203 27,768
3,120 3,170 8,705
- - 517
3,120 3,170 9222
$.64 $.66 $1.79
$.64 $.66 $1.90
$.64 $.66 $1.79
$.64 $.66 $1.90




SCHEDULES




SCHEDULE I - CONDENSED FINANCIAL INFORMATION OF REGISTRANT

Allied Research Corporation
| (Parent Company)

‘ BALANCE SHEETS

December 31,

2001 2000
|
| ASSETS
} Cash and equivalents $ 2,723,143 $ 1,527,064
Investment in subsidiaries 53,922,437 41,118,859
’ Due from subsidiaries 2,310,523 3,868,732
Deferred tax asset 995,303 274,258
} Deposits and other 326,517 1,185.811
| Total assets 560,277,923 $47,974,724
LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES
Accounts payable and accrued liabilities $ 1,509,717 $ 1,254,650
Income taxes payable 120,000 -
Total liabilities 1,629,717 1,254,650
STOCKHOLDERS’ EQUITY
Common stock 512,918 481,246
Capital in excess of par value 17,273,168 13,689,053
Retained earnings 50,672,524 40,305,945
Accumulated other comprehensive loss (9,810.404) (7.756,170)
58,648,206 46.720.074
$60,277,923 $47,974,724
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SCHEDULE I - CONDENSED FINANCIAL INFORMATION OF REGISTRANT - CONTINUED

Allied Research Corporation
(Parent Company)

STATEMENTS OF OPERATIONS

Year ended December 31,

2001 2000 1999
Income
Intercompany management fees $ 2,870,627 $2,867,912 $ 2,967,432
Dividend from subsidiary - - 10,456,160
Other - net 491.258 876.091 645,250
3,361,885 3,744,003 14,068,842
Costs and expenses
Admunistrative and other 5,336,948 3.853.136 3.946,847
(Loss) earnings before equity in operations of
subsidiaries (1,975,063) (109,133) 10,121,995
Equity in operations of subsidiaries, less dividends
received of $10,456,160 in 1999 11,779,241 9.161.714 (13.824,.389)
Earnings (loss) before income taxes 9,804,178 9,052,581 (3,702,394)
Income taxes (benefit) (562.401) (169.736) 325,887
NET EARNINGS (LOSS) $10,366,579 $9,222,317 $£.(4,028,281)
Earnings (loss) per common share
Basic $2.11 $1.90 $(.84)
Diluted $2.10 $1.90 3(.84)
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SCHEDULE I - CONDENSED FINANCIAL INFORMATION OF REGISTRANT - CONTINUED

Allied Research Corporation

(Parent Company)

STATEMENTS OF CASH FLOWS

Year ended December 31,

Cash flows from (used in) operating activities
Net earnings (loss) for the year
Adjustments to reconcile net (loss) earnings to net cash
from (used in) operating activities
Equity in operations of subsidiaries
Dividend from subsidiary
Depreciation and amortization
Deferred income taxes
Common stock awards and grants
Changes in assets and liabilities
Other assets
Due to subsidiaries
Accounts payable and accrued liabilities
Income taxes

Net cash provided by (used in) operating activities
Cash flows from investing activities
Capital expenditures
Proceeds from sale of subsidiary
Acquisition
Net cash (used in) provided by investing activities
Cash flows from financing activities
Proceeds from employee stock purchase plan shares
Retirement of common stock
Net cash provided by (used in) financing activities
Net increase (decrease) in cash and equivalents
Cash and equivalents at beginning of year
Cash and equivalents at end of year
Supplemental Disclosures of Cash Flow Information:
Cash paid during the year for:

Income taxes
Interest

Supplemental of Non-Cash Investing and Financing Activities:
Non-cash dividend from subsidiary

Non-cash consideration in connection with business acquisition

2001 2000 1999
$10366,579 $ 9222317 $(4,028,281)
(11,779,241)  (9,161,714) 3,368,229
- . 10,456,160
14,609 13,663 4,549
(721,045) (133,357) (122,700)
582,310 141,250 447,202
844,685 (912,363) 31,923
1,552,209 (2,595,188)  (9,548,529)
185,577 830,621 (515,170)
120,000 (81.649) (244.,748)
(9.200,896)  (11.898.737) _3.876.916
1,165,683 (2,676,420) (151,365)

- (38,578) -

- 2,822,495 -
(556.181) - -
(556,181) 2,783,917 -
586,577 257,139 212,929
- (618.501) (136,536)
586.577 (361.362) 76.393
1,196,079 (253.865) (74,972)
1,527.064 1,780.929 1.855.901
$_2723.143  $_1,527,064 $_1,780,929
$ 44367 $ 70,123 S 68,154
155 191 221,973
$ - $ - $10,456,160
6,833,311 . -




SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS
Allied Research Corporation

Valuation and Qualifying Accounts

Years ended December 31, 2001, 2000 and 1999

Additions
Balance at Charged to Charged Balance
beginning costs and to other at end of
Description of period expenses accounts Deductions period
Year ended December 31, 2001
Estimated losses on .
contracts $_712,076 $382,385 $ - $_712,076 $_382,385
Allowance for doubtful
receivables $_153.840 $ - $ - $_ 47239 @ $_106,601
Valuation allowances on
deferred tax assets $_288,399 $ - $ - $_ 17,738 §_270,661
Year ended December 31, 2000
Estimated losses on
contracts $._ 172,572 $712,076 $ - $_172,572 @ $_712,076
Allowance for doubtful
receivables $_168.682 $ - $ - $__14842@ $_ 153,840
Valuation allowances on
deferred tax assets $1,379,239 $__ - $ - $1,090,840 @ $_288,399
Year ended December 31, 1999
Estimated losses on
contracts $_175,47 $172,572 $ - $_175470" $_172,572
Allowance for doubtful
receivables $_213,362 $ - $ - $__44,680% $_168,682
Valuation allowances on
deferred tax assets $_498,365 $880,874 b - $ - $1,379,239

W Represents amount of reserve relieved through completion of contracts.
@ Represents write-off of receivables.

¥ Reductions in deferred tax valuation allowance requirements in 2000.
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Allied Research Corporation

LIST OF SUBSIDIARIES

EXHIBIT 21

1. ARC Europe, S.A., a Belgian Corporation

Wholly-owned and majority owned Belgian subsidiaries of ARC Europe S.A.

A. Mecar S.A.
B. Sedachim, S.1.
C. VSK Electronics N.V.

(1)  Belgian Automation Units, N.V
(2) [.D.C.S.,N.V.
(3) Vigitec S.A.

{4) Tele Technique Generale, S.A.

2. Allied Research Corporation Limited, a U.K. Corporation
3. Energa Corporation
4. News/Sports Microwave Rental, Inc.
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EXHIBIT 23

CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

We have issued our report dated February 8, 2002, accompanying the consolidated financial statements and
schedules incorporated in the annual Report of Allied Research Corporation on Form [0-K for the year ended
December 31, 2001. We hereby consent to the incorporation by reference of said report in the Registration
Statements of Allied Research Corporation on Forms S-8 (File No. 2-96771, effective April 22, 1985, File No. 33-
25677 effective December 14, 1988, File No. 33-41422 effective June 27, 1992, File No. 33-45303 effective January
24, 1993, File No. 33-57170 effective January 19, 1994, and File No. 33-57172 effective January 19, 1994 and Form
S-8 filed March 20, 1998 and June 27, 2001).

/s/ Grant Thornton LLP

Baltimore, Maryland
February 8, 2002




CORPORATE INFORMATION

SUBSIDIARIES

MECAR S.A.

Rue Grinfaux, 50

7181 Petit Roeulx lez Nivelles
Belgium

Tel: 32 67 87 6411

Fax: 32 67 21 1823

VSK Electronics n.v.
- Venetiélaann, 39
8530 Harelbeke
Belgium _
Tel: 32 56 24 1951
Fax: 32 56 20 0529

Intelligent Data
Capturing Systems (IDCS)

Industriezone “De Roode Berg”

Hellebeemden, 9
3500 Hasselt
Belgium

Tel: 32 11 27 3584
Fax: 32 71 25 5832

Téle Technique Générale (TTG)
Zoning Industriel Ouest

6220 Heppignies

Belgium

Tel: 32 71 25 7000

Fax: 32 71 25 7049

- VIGITEC S.A. n.v.

Rue del la Grenouillette, 2C
1130 Belgium

Tel: 32 2 240 9370

Fax: 32 2 216 0127

NS Microwave

2732 Via Orange Way, Suite A
Spring Valley, CA 91978

Tel: (619) 670-0572

Fax: (619) 670-7040

Corporate Counsel

Baxter, Baker, Sidle,
Conn & Jones, P. A
Baltimore, Maryland

European Counsel
Seyfarth, Shaw,
Fairweather & Geraldson
Brussels, Belgium

NS Microwave.

Independent Certified
Public Accountants
Grant Thornton LLP
Baltimore, Maryland
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ANNUAL MEETING

The Annual Meeting of
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SHAREHOLDER INFORMATION
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TRANSFER AGENT
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should contact:

Mellon Investor Services LLC
PO. Box 3315
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